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FOREWORD 
 
Effective and efficient use of their tax dollars is something every Indiana resident 
deserves. Thus, close examination of Indiana’s government operations is not only the 
right thing to do, but also an obligation. 
 
The Indiana General Assembly established the Government Efficiency Commission in 
2003 to accomplish this task. The 25 members of the Commission – led by co-chairs 
James Baker and John Hillenbrand – were charged with making recommendations to the 
Governor and General Assembly on ways to improve functions and efficiencies, and 
reduce waste and other unnecessary costs associated with any state funded agency, 
department or program. 
 
The Medicaid and Human Services subcommittee was one of four groups established to 
study specific areas of state government. Commission members joining me in this effort 
were Cordelia Lewis Burks, James Gutting, Bill Johnson, Jimmie Neal and Dr. Theresa 
Wright. Their tremendous input and tireless efforts over the past year are sincerely 
appreciated. 
 
Personnel from the Family and Social Services Administration, particularly the Office of 
Medicaid Policy and Planning, were most helpful in explaining the intricacies of their 
work through various presentations to the subcommittee. The subcommittee also 
appreciates members of the public who offered their testimony at several meetings. 
 
Two reports were extremely important to the group’s work. Those came from the 
Legislative Services Agency and The Lewin Group, the latter a national leader in the 
study of Medicaid systems and operations.  
 
The executive summary and full report that follow conclusively demonstrate that there 
are no easy answers to the Medicaid funding crisis plaguing Indiana and many states 
across the country. The state is already moving toward some efficiencies. The findings 
and recommendations within this report, however, offer additional insight and provide a 
framework for policy leaders to follow as they battle this formidable challenge in the 
years to come. 
 
Respectfully submitted, 
 

 
Kevin M. Brinegar 
Chair, Medicaid and Human Services Subcommittee 
November 2004 
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EXECUTIVE SUMMARY 
Organizational Structure 
 
Indiana’s human services agencies were reorganized in 1991 from independent 
departments into divisions. In the same legislation, the Office of the Secretary of Family 
and Social Services was established. 
 
The purpose of the reorganization was to address certain problems identified in service 
delivery. Specifically, it was recognized that the former system was fragmented and that 
there was duplication of programs.  
 
The consolidation of human services agencies at the state level appears to be on par with 
what other states are doing or considering. The “best practice” of organizing human 
services agencies seems to suggest that coordination of planning is paramount. States are 
using different types of collaborative bodies to achieve these results, however, including 
umbrellas, coordinating councils, cabinets and commissions. 
 
The four divisions within the Indiana Family & Social Services Administration (FSSA) 
are: 
 

• Division of Disability, Aging and Rehabilitative Services (DDARS) 
• Division of Mental Health & Addiction (DMHA) 
• Division of Family and Children (DFC) 
• Office of Medicaid Policy and Planning (OMPP) 

 
A brief description of each of the divisions follows: 
 
DDARS serves individuals of all ages with disabilities, elderly persons and family 
members of those falling in the previously mentioned categories. In most cases, income 
criteria apply to DDARS programs, and the unit serves indigent Hoosiers. DDARS helps 
people with disabilities and older Hoosiers maintain independence through in-home 
services, supported employment, independent living, nutrition, deaf and hard-of-hearing 
services, blind and visually impaired services, and Social Security Disability eligibility. 
 



 
Division of Disability, Aging, and Rehabilitative Services 
From the FY 2004-05 Appropriations: 
Programs and Administration $320,164,515 
Funding Source Split 37.2% federal/62.8% state 
Institutional Expenditures  $86,374,018* 
Population Served  From condition-qualifying                                                           

populations – persons with 
disabilities or the elderly, primarily 
economically disadvantaged. 

 

*Federal funds reimbursing state expenditures are recovered by the state and placed in a 
state-dedicated fund called the Mental Health Fund. Expenditures for institutions are 
appropriated from the state General Fund and the Mental Health Fund. For institutions 
operated by DDARS, when the source of recovered funds is considered, the federal/state 
funding source split is 44.7% federal/55.3% state. 
 
DMHA programs provide services for people from the general population with a variety 
of problems such as addiction or mental illness. Adults, adolescents and children are 
provided services for drug, alcohol or gambling problems. Prevention is a major aim of 
DMHA. The division assures the availability of accessible, acceptable and effective 
mental health and chemical addictions services for the economically disadvantaged. 
 
Division of Mental Health and Addiction 
From the FY 2004-05 Appropriations: 
Programs and Administration $207,734,216 
Funding Source Split 37.2% federal / 62.8% state 
Institutional Expenditures  $144,048,167* 
Population Served  From the general population 

– persons with addiction or 
mental heath problems who 
are economically 
disadvantaged. 

 
*Federal funds reimbursing state expenditures are recovered by the state and placed in a 
state dedicated fund called the Mental Health Fund. Expenditures for institutions are 
appropriated from the state General Fund and the Mental Health Fund. For institutions 
operated by DMHA, when the source of recovered funds is considered, the federal/state 
funding source split is 13.6% federal/86.4% state. 
 
DFC is the most complex of the four entities as it is responsible for the largest number of 
programs and the largest number of persons being served by FSSA. Its programs focus on 
strengthening families and children with an emphasis on prevention, early intervention 
and an aim toward self-sufficiency. Program areas include TANF (Temporary Assistance 
to Needy Families), food stamps, housing, child support, adoption, energy assistance, 
homeless services, medical services eligibility, nutrition assistance and job programs. 



 
Division of Family and Children 
From the FY 2004-05 Appropriations: 
Programs and Administration $1,023,950,955 
Funding Source Split* 72.7% federal/26.1% state 
Population Served  From the general    

population – economically 
disadvantaged and vulnerable 
citizens such as children 

 
*State funding sources include both the state General Fund and state dedicated funds. 
Among the sources of revenue to state dedicated funds are federal funds. 
 
Unlike the divisions, according to statute, OMPP is a part of the Office of the Secretary 
of Family and Social Services. It is required by statute to have a memorandum of 
understanding with each of the three divisions of FSSA. The memorandum of 
understanding highlights OMPP’s role as a service agency and shows that OMPP’s 
population is made up of the clients in the other three divisions. Medicaid assists low-
income residents of Indiana by providing insurance coverage for health care services. 
OMPP administers the program, although other divisions may be involved in eligibility 
decisions. 
 
Office of Medicaid Policy and Planning 
From the FY 2004-05 Appropriations: 
Programs and Administration $4,391,818,059 
Funding Source Split 70.0% federal /30.0% state 
Population Served:    From the general population – economically 
                                                            disadvantaged or significant disabilities. 
 
Program Overview 
 
The Office of Medicaid Policy and Planning includes: acute care, managed care, long 
term care, chronic disease, children’s health insurance program (CHIP), long term care 
insurance program, data management and analysis, medical epidemiology and the 
HoosierRX prescription drug program. 
 



Following are the Medicaid enrollment projections for fiscal year 2005: 
 

 
Category 

 
Enrollment Projection 

 
Cost per member per 

month 
 
Adult 

 
107,879

 
$281

 
Children 

 
513,826

 
$160

 
Mothers 

 
22,793

 
N/A

 
Aged 

 
68,324

 
$1,466

 
Blind & Disabled 

 
121,115

 
$1,565

 
 
Although low-income children make up the large majority of the Medicaid population 
both nationally and in Indiana, the elderly and people with disabilities account for the 
majority of Medicaid spending. For 2002, disabled Medicaid recipients accounted for 
12% of enrollees and 40% of expenditures; elderly recipients totaled 9% of enrollees and 
28% of expenditures. 
 
The top three cost drivers of Medicaid programs are: 
 

• Nursing homes (20%) 
• Pharmacy (18%) 
• Hospitals (14%) 

 
Medicaid Budget 
 
In Indiana, Medicaid and human services comprise approximately 18% of the total state 
budget.  
 
The January 2004 forecast update appears below:  
 
Projections (state share, dollars in millions)                           2004-05 biennium 
Forecasted expenditures                                                                   $2,660.6 
One-time federal fiscal relief                                                              $146.3 
New cost containment measures                                                          $73.4 
Forecasted expenditures (minus federal relief, cost containment)  $2,440.9 
2004-05 appropriation (at flat-lined 2003 level)                             $2,419.2 
Projected deficit                                                                                   $21.7 
 
The forecast update projects a deficit of $21.7 million. While that is a significant decrease 
from earlier forecasts, it is important to recognize that it is largely due to the federal fiscal 
relief. That relief, part of the Jobs and Growth Tax Relief Reconciliation Act of 2003, 
was available for the last two quarters of federal fiscal year 2003 and the first three 



quarters of federal fiscal year 2004. In Indiana, the temporary relief amounted to $146.3 
million. The deficit, without the temporary federal relief and the new cost containment 
measures, would have been $241.4 million. 
 
Higher than expected enrollment growth is also impacting the budget. Between 2004 and 
2005, 7% growth in the blind and disabled population is projected. The average per 
member per month (PMPM) cost for blind and disabled recipients is $888 (non-dual 
eligible) or $509 (Medicaid/Medicare dual eligible) compared to the average PMPM of 
$276 for an adult or $135 for a child. Total enrollment is expected to increase to 842,916 
recipients by the end of fiscal year 2005, an increase of 100,000 recipients since fiscal 
year 2002. 
 
The projected deficit heading into fiscal year 2006 is $122.4 million. That number is 
obviously understated as it assumes flat enrollment, utilization and medical costs between 
2005 and 2006. The rates of growth in enrollment and utilization will cause the deficit to 
grow deeper. 
 
Other facts about the Medicaid program in Indiana: 
 

• Indiana offers 32 of the 38 federally recognized optional categories of service; 16 
other states offer as many or more optional categories.  

 
• Pharmaceutical costs are projected to increase 16.4% between FY 2004 and FY 

2005. The cost drivers are the cost per prescription, enrollment, and utilization.   
 

• Recipients are referred to as “dual eligibles” when they qualify for both Medicare 
and Medicaid. Medicaid pays for long-term care, pharmacy, premiums, 
deductibles, and coinsurance for dual eligibles. 

 
Federal regulations sometimes permit states to use a “waiver” or exception from one or 
more of the federal program requirements. A waiver allows the state to provide services 
in a setting other than in an institutional setting, to provide services not otherwise 
available in the state Medicaid Plan, or to specified individuals who would not otherwise 
be eligible. Indiana currently has eight home and community-based services waivers 
including: 

 
1. Aged and Disabled 
2. Autism 
3. Developmental Disabilities 
4. Medically Fragile Children’s 
5. Traumatic Brain Injury 
6. Assisted Living 
7. Supported Services 
8. Serious Emotional Disturbance 

 



These waivers make Medicaid funds available for home and community-based services 
as an alternative to institutional care under the condition that the overall costs to 
Medicaid for supporting waiver recipients in the home or community is no more than 
institutional care would have been for those individuals as a group. 
 
Individuals must be Medicaid-eligible to receive a waiver. With the exception of the 
Assisted Living Waiver and the new Serious Emotional Disturbance Waiver, all of the 
waivers have extensive waiting lists. Waiver waiting lists exist because the federal 
government approves a limited number of slots for certain waiver types, or because the 
state funds fewer slots than are available in total.  
 
Home and Community-Based Services Waivers 
Waiver                                    Number of People      Waiting List 

Currently Served      (Duplicated) 
 

Aged and Disabled                         4,328 2,726 
Assisted Living                                    70       36 
Autism                                               347  2,291 
Medically Fragile                              130     826 
Traumatic Brian Injury                     174     227 
Developmental Disabilities            5,139                                                      11,361 
Support Services                             3,550  7,145 
Serious Emotional Disturbance    1 (pending)      0 
 
Medicaid Planning 
 
In order to qualify for Medicaid, an application must meet income and resource limits. 
The resource limit for aged, blind and disabled eligibility categories is $1,500 for a single 
person. The limits for married couple vary depending on the couple’s situation. 
“Resources” refers to assets owned by the applicant and his or her spouse. Certain assets, 
such as the home and some automobiles, are exempt.  
 
If an applicant gives away excess assets in order to become eligible for Medicaid, a 
transfer penalty is imposed. If an applicant or recipient transfers assets for less than fair 
market value within 36 months before applying for Medicaid, the applicant is ineligible 
for Medicaid payment for nursing home and related services for a period of time. 
 
Some attorneys, consultants and financial planners offer “Medicaid planning” services. 
Medicaid planners help individuals with substantial assets qualify for Medicaid and avoid 
using their assets to pay for nursing home care. This is accomplished by converting 
available, non-exempt assets to unavailable or exempt assets, or by transferring assets to 
family members. Another goal of Medicaid planning is avoiding Medicaid estate 
recovery to preserve assets for heirs. It is difficult to quantify the extent of Medicaid 
planning in Indiana, although most eligibility workers can describe cases in which a 
person’s assets were reduced or converted in order to qualify for Medicaid. 



 
Other FSSA Programs 
 
Expenditures for FSSA were presented to the subcommittee as a whole, including 
Medicaid. The total fiscal year 2004 budget for FSSA is $6.3 billion with $2.2 billion for 
the three top program areas: Medicaid expenditures for nursing facilities, pharmacy and 
hospitals. With a $507 million budget for fiscal year 2004, the next most expensive 
program area is DFC Family Supports, which includes Temporary Assistance to Needy 
Families (TANF), emergency assistance, foster care and childcare.  
 
Information concerning client counts and costs for the top 50 programs in descending 
order by fiscal year 2003 funding was also presented. The top 10 programs are 
summarized here: 
 

 
Program Name 

 
Number of FY 2003 

Clients 
(Estimated) 

 
Cost per Client 

FY 2003 
 
Medicaid Assistance 

 
929,971 Individuals 

 
$4,019

 
County Administration 

 
522,178 Cases 

 
347

 
Child Care 

 
72,500 Children 

 
2,164

 
Children’s Health Insurance Program 

 
125,503 Children 

 
1,173

 
Medicaid Administration 

 
929,971 Individuals 

 
123

 
Seriously Mentally Ill 

 
41,843 Adults 

 
2,348

 
Early Intervention - Services 

 
18,700 Children 

 
3,925

 
Vocational Rehabilitation Operating 

 
35,817 Recipients 

 
2,035

 
Residential Services for Developmental 
Disabled 

 
1,444 Individuals 

 
44,559

 
Muscatatuck State Developmental Center 

 
148 Individuals 

 
376,203

 
Additional information was presented about the state-operated facilities that FSSA 
operates. The peak capacity for the facilities was 12,547, but the current capacity is 
1,988. In fiscal year 2003 there were 2,518 people served at an operating cost of $244 
million. 
 
Both DMHA and DDARS are affected by the 1999 U.S. Supreme Court decision, known 
as Olmstead, which held that the unnecessary segregation of individuals with disabilities 
in institutions may constitute discrimination based on disability. Furthermore, Olmstead 
said that the Americans with Disabilities Act may require states to provide 



community-based services rather than institutional placements for individuals with 
disabilities if treatment professionals determine: 
 

1. Community-based services are appropriate  
2. The affected individuals do not object to such placement  
3. The state has the available resources to provide community-based 
services  
 

DMHA: In 1989, the seven mental health hospitals had a patient population of 
3,612. With the closure of Central State Hospital in 1994 and the downsizing of 
other facilities, the current patient census is about 1,200. 
 
DDARS: In 1989, the four state developmental centers had a patient population of 1,521. 
With the closure of New Castle SDC and Northern Indiana SDC in 1998 and the 
downsizing of the other facilities, the patient census in May 2004 was about 363.  
 
Recommendations: Structure 
 
The Legislative Services Agency report studied five areas related to FSSA’s 
organizational structure. Those areas were: 
 

• Continuity of leadership – the extent to which the organizational structure 
supports the role of the secretary. Nine secretaries have led FSSA since 1991, an 
average tenure of approximately 18 months. Although leadership terms in general, 
in both the public and private sectors, have become shorter, the frequent turnover 
results in constant changes in policy setting and long-term planning priorities. 

• Management efficiency – the extent to which the organizational structure supports 
the work of the agency. Concerns include whether FSSA is too complex an 
organization to manage. Results are inconclusive in this area, although it is noted 
that the 1991 reorganization did not combine all of the agencies that are involved 
in the provision of human service programs and services. Many of these agencies 
are connected through more informal arrangements. 

• Interagency communication – the effect the organizational structure has had on 
reducing fragmentation and duplication. Most respondents to the LSA survey felt 
that programs and services offered by FSSA would improve if the division were 
more closely aligned. The thrust of these comments is that communication 
between the divisions is lacking or needs improvement. 

• Fiscal accountability – the extent to which the organizational structure allows 
control of the agency’s activities. A majority of survey responded did not find that 
FSSA has a sufficient system or method to report minor problems such as 
duplication or inefficiency. Responses were divided when the subject turned to 
whether a system was in place to report serious problems or illegal activity. 
Adequate resources for the internal audit division and developing tip systems with 
widespread advertisement could reduce fraud and improve efficiency. 

• Budget – an analysis of support and administrative staff and expenditures within 
FSSA. Agency expenditures increased 24.9% between fiscal year 2000 and fiscal 



year 2003. Recently established performance-based measurement priorities 
consider service performance and not business performance, which may be the 
greatest opportunity to generate cost savings. 

 
Peak Performance Project 
 
As part of an overall review of state government’s processes and procedures, the Kernan-
Davis administration instituted the Peak Performance Project. The goals were to save 
taxpayers time and money, make state government more accountable and ensure easier 
access to programs and services. 
 
The results, announced in September, include all state agencies being reorganized under 
nine cabinet secretaries, who will report directly to the governor. The Health and Human 
Services Cabinet would be comprised of the following agencies: 
 

• Children and Families 
• Health Policy and Purchasing 
• Home and Community-Based Services 
• Public Health 

 
According to the administration, children’s services are currently spread out through 12 
different state agencies. Under the reorganization, one agency in the Health and Human 
Services Cabinet (with that secretary reporting to the governor) will coordinate services 
for children and families. 
 
The advantages listed by the administration include: 
 

• Families will work with a single care coordinator 
• Families will receive comprehensive services earlier and faster 
• Programs will share expenses of serving a particular family 
• By focusing on prevention and early identification, more costly services are 

reduced 
• Interventions with families will be streamlined to improve clinical and social 

outcomes 
• Duplication and fragmentation of services will be reduced 
• The quality, access and range of services will be improved, maximizing limited 

resources 
 
The new Office of Health Policy and Purchasing, which would be created through 
administrative action, would meet the following needs, according to the administration: 
 

• Negotiate purchase of health care for all state agencies, state employees and any 
other publicly funded entity that may be mandated or authorized to participate in 
state programs 

• Negotiate purchasing and structure of the Hoosier Health Plan 



• Serve as chief health purchasing and policy advisor to the executive branch, as 
well as the health research arm 

• Interact with other states regarding possible joint ventures in the area of health 
finance and programs 

• Identify, implement and promote administrative efficiencies 
• Facilitate the use of technology 
 

 
Recommendations: Medicaid/HMA Report 
 
A report by Kathleen D. Gifford of Health Management Associates in April 2003 was 
titled, Analysis of the Indiana Medicaid Budget, Cost Containment Efforts and the 
Potential for Additional Savings. 
 
Some of the information in this study is outdated compared to the more recent report, 
Opportunities and Observations for Indiana Medicaid, presented by The Lewin Group in 
September 2004. Among the observations, however, are the following: 
 

• With the exception of coverage for children (which has been significantly 
expanded in recent years due to the implementation of the Children’s Health 
Insurance Program or “CHIP”), it is fair to say that Indiana’s Medicaid eligibility 
standards are restrictive relative to other states – especially for low-income adults 
and for the aged, blind and disabled. Eligibility reductions would be possible for 
children and pregnant women and for several narrow eligibility groups relating to 
women with breast or cervical cancer, persons with developmental disabilities and 
certain other disabled children and working adults. 

• Optional Medicaid services are, in fact, mandatory for children under federal law 
and must be provided. Other optional services might be better thought of as 
optional service “settings,” meaning that utilization in other mandatory service 
categories would increase if the optional services were eliminated. 

• “High profile” cost containment measures implemented by other states that 
Indiana may wish to consider include supplemental prescription drug rebates and 
provider taxes (on nursing facilities, hospitals, Medicaid-contracted HMOs and 
pharmacies).  

 
The conclusion states: Clearly, there are no easy answers or silver bullets. However, 
imposing new provider taxes is one relatively untapped source of funding in Indiana 
Medicaid that Indiana should seriously consider. While there are a number of downsides 
to provider taxes making them politically unpalatable in better fiscal times, it may now be 
possible to build a consensus that the benefits outweigh the advantages. 
 
The Lewin Group Report 
 
The Central Indiana Corporate Partnership, in support of the efforts of the Indiana 
Government Efficiency Commission, provided funding for this study of Indiana’s 
Medicaid program and identification of additional options for increasing the program’s 



long term fiscal stability in the face of mounting demand for services and ongoing fiscal 
constraints. 
 
The study reaffirms that Medicaid’s financial structure acts as a disincentive to major 
budget cuts. State Medicaid spending brings federal matching funds into the state. In 
Indiana, cutting one state dollar from Medicaid causes total Medicaid spending to decline 
by approximately three dollars. In addition, reducing the number of Medicaid 
beneficiaries translates into increased numbers of uninsured persons, which can result in 
uncompensated care costs to hospitals, county health programs, physicians and others. 
 
Lewin presented the following opportunities for savings. It warned that if multiple 
initiatives are implemented simultaneously, the total savings will not be an aggregate of 
the savings estimates included in the analysis because each area of Medicaid is so inter-
related. 
 

 
 
It commended the state for its cost containment efforts that were projected by OMPP to 
save $158 million in fiscal year 2004 and $223 million in fiscal year 2005. The 
possibilities for additional savings, identified in the chart, include: 
 
Restructuring long-term care services. While citing several Indiana initiatives aimed at 
increasing opportunities for persons of advanced age and people with disabilities to live 
in the community and their own homes rather than an institution, Lewin says Indiana has 
not pursued as many efforts to reduce institutional expenditures as some other states.  
 



Closing 2,000 nursing home beds and serving these people in home and community 
settings would save the state an estimated $17.4 million per year. Lewin says Indiana 
would still have excess capacity to meet current and future needs and, with careful 
planning, could close more.  
 
Second, Indiana could realize savings by transitioning beneficiaries from Intermediate 
Care Facilities for Persons with Mental Retardation (ICF/MR) settings to community 
settings. Lewin estimates state savings of $47.4 million per year. 
 
Expand use of “preferred” drugs. Indiana’s implementation of a preferred drug list 
(PDL) in 2002 has resulted in mixed success. Lewin estimates that limiting the number of 
drugs on the PDL in certain cases could generate $5.7 million in savings. An additional 
$3.1 million a year could come from pursuing supplemental rebates from pharmaceutical 
manufacturers. 
 
Further expand Medicaid managed care. The study compares risk-based managed care 
(RBMC, in which the state transfers the financial risk for services to managed care 
organizations by paying a predetermined per-member per-month capitated rate) to 
primary care case management (PCCM, in which primary care medical providers act as 
“gatekeepers” and receive a small monthly case management fee with services paid for 
by the state on a fee-for-service basis). 
 
Lewin says RBMC typically costs the state less than PCCM and that the state should 
pursue mandatory RBMC. Further expansion of managed care for the TANF and disabled 
populations, in both rural and urban areas, would produce estimated cost savings of $13.7 
million to $20 million. 
 
Implement more stringent participation rules for the Medicaid buy-in program. 
Such programs allow employed persons with disabilities to earn and save above the 
regular Medicaid financial eligibility standards. Implementing an enhanced test of 
employment to ensure that only individuals who are engaged in meaningful work activity 
are enrolled could lead to $2.8 million in state savings and preclude future rapid 
enrollment growth experienced by other states. 
 
Institute broad-based provider taxes. Revenue enhancement options include applying 
tobacco taxes and settlement funds toward Medicaid, increasing federal matching funds, 
collecting revenues from Medicaid providers, collecting revenue from managed care 
organizations, instituting fees to be paid by managed care organizations or collecting 
revenue from program beneficiaries. 
 
Lewin notes that, according to OMPP, the state has begun work on a legislatively 
mandated nursing home revenue strategy that could raise $109 million per year in tax 
collections.  
 
The study identified three areas in which additional sustainable savings are unlikely: 
elimination of benefits, reductions in eligibility and cuts in reimbursement rates for 



hospitals, physicians and dental services. It also found that the following – mental health 
service delivery, the CHOICE program and the management and administration of the 
Medicaid program – should be further reviewed to determine whether additional 
efficiencies are possible. 
 
Full review of the mental health system. Indiana may wish to further study 
opportunities for public/private partnerships in administration of the mental health 
program or in service provision. According to the Center for Health Care Strategies, more 
than 37 states have entered into some form of public/private arrangements for 
implementation, administration and monitoring of Medicaid behavioral health care, 
which typically includes both mental health and substance abuse services. 
 
Use state-funded services (CHOICE) in a more targeted manner. CHOICE 
(Community and Home Options to Institutional Care for the Elderly) provides 
community based services to persons with disabilities and persons of advanced age. 
Using CHOICE in a targeted manner with Medicaid-financed long-term care programs 
would allow Indiana to draw down more federal dollars. Expanding Medicaid eligibility, 
however, could increase costs by requiring the state to cover the complete array of 
Medicaid services for these individuals. Further study is required.  
 
Review administration and management strategies. According to Lewis, OMPP 
contracts out a large portion of its work relative to other state Medicaid agencies, and also 
has fewer state staff than other Medicaid agencies of states of similar size. Indiana has 
been effective in keeping administrative costs low (3.9% of the total Medicaid budget in 
fiscal year 2002 compared to the national average of 4.6%). However, many of the 
opportunities for Medicaid sustainability presented in the study require more coordination 
across the FSSA agencies and more oversight of contractors, which adds administrative 
work for the OMPP staff and may require additional resources. 
 
OMPP Response to Lewin 
 
The OMPP response to the Lewin Report addressed each of the five recommendations for 
additional savings, as well as the areas for further analysis. OMPP also briefly touched on 
issues not addressed in the report and future concerns. (The full response is included in 
the subcommittee report). 
 
Long-term care. Focusing on nursing home diversions and conversions is a priority for 
FSSA. The minimum occupancy standard for nursing homes (previously 65%) is now 
85%, with the current average occupancy at 84.7%. 
 
Pharmacy. The supplement rebates program has been announced and is in the process of 
being implemented. The goal of the PDL is to strike the right balance between ensuring 
the PDL is broad enough to include clinically appropriate preferred agents, yet not too 
broad as to decrease the cost effectiveness of the PDL. The PDL is reviewed quarterly to 
ensure that balance is achieved and maintained. 
 



Managed care expansion. Seven counties have been announced for 2005, with future 
expansion under review. Lewin Report may have underestimated the difficulty of 
mandatory managed care in some of the suggested counties. 
 
Medicaid Buy-In. As suggested by the Lewin Report, a minimum earnings requirement 
will be added. Indiana’s higher per member per month costs are partially due to higher 
numbers of individuals with developmental disabilities, and the fact the state’s program 
covers more or different services than other states. Additional analysis of the program is 
underway. 
 
Revenue enhancement. A nursing facility bed assessment waiver plan has twice been 
rejected by the Center for Medicare and Medicaid Services. A third alternative was 
submitted, with approval anticipated. If the waiver is approved, it will be retroactive to 
July 1, 2003 and will be in effect until August 1, 2005. 
 
Areas of Further Analysis 
 
Mental health system. It is unclear what “full review” of the mental health system 
means. OMPP is working to meet the needs for mental health services in the most cost 
effective manner. 
 
CHOICE services. The input of advocates is welcomed to help ensure that CHOICE 
funds are used effectively in relationship to home and community based waivers. 
 
Administrative capacity. As the Lewin Report notes, OMPP has s small staff and 
spends lower than the national average on administrative costs.  
 
Area Not Addressed 
 
Quality improvement. The key to effectively managing the Medicaid program is to 
focus on the factors that drive the rate of growth: utilization and poor quality outcomes. 
OMPP’s priorities are all targeted to improve quality, which will decrease costs in the 
long term. 
 
Long-term care insurance program. Promoting long-term care planning proactively 
and ensuring state has necessary estate recovery authority for persons who do not plan 
and who take advantage of the system. 
 
Future Concerns 
 
Medicare drug benefit. Major implications for states both in terms of quality of care for 
beneficiaries, as well as financially for state budgets. 
 
Enrollment growth. Rate of growth continues to be of concern. 
 



SUBCOMMITTEE FINDINGS 
 

MEDICAID: GENERAL CONCLUSIONS  
 
1. Nearly one in six Hoosiers is a Medicaid recipient. 
2. Indiana’s distribution of Medicaid enrollees and expenditures mirrors those in 

other states. 
3. For every $1 of state Medicaid funds saved through cost containment initiatives, 

$3 is removed from the health care economy in Indiana.  This reality suggests that 
identifying a dedicated revenue source for Medicaid match may be as important to 
Indiana’s fiscal health as focusing on cost cutting initiatives within the Medicaid 
program. 

4. Reducing the number of Medicaid beneficiaries translates into increased numbers 
of uninsured persons, which can result in uncompensated care costs to hospitals 
and other providers.  Thus, it is important to pursue cost reduction strategies that 
do not merely move recipients from Medicaid into services funded 100% with 
state, local or private dollars. 

 
EFFICIENCY/COST CUTTING EFFORTS     
 
5. Considerable cost-cutting measures have been implemented by the Office of 

Medicaid Policy and Planning (OMPP) in recent years.  However, much of what 
has been implemented to-date has consisted of reducing or freezing 
reimbursement rates to providers.  These actions represent what can be described 
as taking the “lower hanging fruit.” 

6. With the exception of eligibility cuts, Indiana has utilized some form of all of the 
cost cutting measures used by other states. 

7. In Indiana, OMPP has initiated a number of significant Medicaid cost 
containment measures that were projected to save $158 million (state dollars) in 
FY 2004 and generate $223 million in savings in FY 2005.  These measures are 
summarized in the table below:   

 

Cost Containment Initiative Estimated Savings in 
Millions (State Funds) 

Estimated Savings in 
Millions (Total State 
and Federal funds) 

Hospital Reimbursement Changes $10.6 $  28.5 
Hoosier Healthwise Managed Care $11.8 $  31.7 
Medicaid Select Managed Care $  3.4 $    9.1 
Disease Management $  7.1 $  19.1 
Nursing Home Initiatives $39.1 $105.1 
Pharmacy $42.0 $112.8 
Continuous Eligibility for Children $16.6 $  44.6 
Other Eligibility Changes $  7.2 $  19.3 
Payment Integrity Program $  3.0 $    8.1 
Medicare Cross-Over Reimbursement $35.0 $  94.0 
Source:  OMPP 



 
 
8. Further cost cutting measures will require increasingly difficult and less popular 

decisions. 
9. Indiana spends only 3.9% of the state’s Medicaid budget on administrative costs, 

well below the national average of 4.6%. 
10. Indiana provided more than 50,000 Medicaid recipients with FSSA’s Chronic 

Disease Management Program in partnership with the Indiana State Department 
of Health. 

11. Other savings initiatives by OMPP have not been supported by the General 
Assembly or have been stalled by provider litigation. 

12. Indiana can save Medicaid expenses by implementing more stringent participation 
rules to verify employment for the Medicaid Buy-in program. 

13. The report on Indiana’s Medicaid program by The Lewin Group identified the 
following additional Medicaid savings opportunities and projections:   

   
Lewin Group Medicaid cost savings projections from its recommendations: 
 

Category Opportunity State Savings Total Savings 
Long Term Care Expanding 

community services 
and reduce N.H.’s 
and other 
institutions 

$17.4M N.H.’s 
47.3 ICF/MR 

$46.7M NH’s 
127.1 ICF/MR 

Pharmacy Reduce # of drugs 
per class and further 
pursue supplemental 
rebates 

$8.8M $23.6M 

Managed Care Expand managed 
care for TANF and 
SSI recipients to 
rural and urban 
counties 

$13.7-$20.00M $36.7-$53.6M 

Medicaid Buy-In Implement 
additional eligibility 
requirement 

$2.8M $7.5M 
 
 
 

 
14. Lewin found three major areas where additional sustainable savings are unlikely: 

 
a. Elimination of benefits 
b. Reductions in eligibility 
c. Reductions in reimbursement rates for hospitals, physicians and dental 

services 



 
BUDGET TRENDS AND ISSUES:  
 
15. Medicaid budgets as a percent of total state budgets in the U.S. have doubled from 

10% to 20% in the past 15 years. 
16. States’ revenue growth will not be enough to maintain/absorb the expected 

growth in Medicaid expenditures.  This projection applies to Indiana as well.   
17. States (including Indiana) continue to seek options for reducing expenditures and 

gaining efficiencies in the face of mounting financial pressure. 
18. Indiana’s Medicaid budget will only be able to make it through this biennium, 

with the flat-lined appropriation the General Assembly enacted, because of the 
receipt of $146.3 million in one-time federal funds. 

19. OMPP projects that the Medicaid budget will be approximately $125 million out 
of balance going into the FY 05-07 biennium. 

20. Medicaid population trends are escalating and will continue to grow for the 
foreseeable future.  Demands for services will grow substantially as well, both 
due to increasing numbers of clients and increased demand for services due to an 
aging population. 

21. These points taken together mean that Medicaid expenditures will outpace state 
general fund revenues each year for the foreseeable future. 

22. While the Lewin Report offers several important cost cutting recommendations 
that, if fully implemented, total nearly $100 million per year, all of these 
recommendations combined and implemented tomorrow total less than the current 
operating deficit in the Medicaid budget.   

23. Choices for dedicated revenue generation for federal match maximization are 
more difficult and less politically popular than in prior years. 

24. Indiana can institute an array of broad-based provider taxes for the state Medicaid 
match. 

25. Other states use a variety dedicated revenue sources to support their Medicaid 
program including:  tobacco taxes and settlement funds, increasing federal 
matching funds, collecting revenue from Medicaid providers, collecting revenue 
from managed care organizations or collecting from program beneficiaries. 

26. OMPP has begun work on a legislatively mandated nursing home revenue 
strategy; however, the first two submissions to the Federal Center for Medicare 
and Medicaid services (CMS) were rejected for violating the federal hold 
harmless provision.  A third submission filed in August 2004 is pending. 

27. Given the payor mix and progress to date, the implementation of a successful 
broad-based provider tax is more likely with nursing facilities than HMOs. 

28. The Medicaid-funded CHIP program has seen dramatic growth – from 47,000 
clients in 1999 to 125,000 in 2003 

29. OMPP is staffed lean as administrative costs are low (3.9%) when compared to 
other states (4.6%).  OMPP will likely need additional staff or consulting 
assistance to effectively implement further cost cutting measures, particularly 
those recommended by the Lewin Group.   



 
PROVIDER REIMBURSEMENTS: 
 
30. Indiana does not appear to have room for additional rate reductions for hospitals, 

physicians or dentists at this time as further reductions would jeopardize the 
supply of service providers for many components of the Medicaid program. 

31. Indiana’s payment-to-cost ratio is below 1.0 for hospitals and 68% of Medicare 
rates. 

32. Underpayment (vs. costs) for Medicaid services by the state has contributed to 
cost-shifting by providers to the private sector. 

 
NURSING HOMES AND INTERMEDIATE CARE FACILITIES FOR THE 
MENTALLY RETARDED (ICF/MR’s): 
 
33. Indiana spends more of its Medicaid dollars on institutional services than virtually 

every other state. 
34. Other states have used federal waivers to reduce reliance on institution services to 

a greater extent than Indiana. 
35. Indiana has significantly grown its home and community based services (HCBS) 

capacity, but still lags most other states. 
36. There is an overcapacity of nursing home beds that is sub-optimizing the 

effectiveness of Medicaid dollars. 
37. Indiana could close 2,000 Medicaid nursing home beds and would still have 

excess capacity to meet current and future needs. 
38. Indiana could realize Medicaid savings by transitioning clients from ICF/MR 

settings to community settings. 
 
MANAGED CARE: 
 
39. Indiana can further expand Medicaid managed care.  Managed care for Medicaid 

clients has not been implemented statewide. 
40. In Indiana, 50% of the Medicaid managed care population is enrolled in risk-

based managed care, compared to 82% nationally.  The risked based model saves 
7%-10% per client on average.   

 
PHARMACEUTICALS AND PREFERRED DRUG LISTS:   
 
41. Indiana can expand its use of “preferred” drugs 
42. There are opportunities in certain drug classes to generate additional savings by 

further limiting the number of drugs on the PDL. 
 
MEDICAID PLANNING/ASSET SHELTERING:   
 
43. Medicaid planners help individuals with substantial assets qualify for Medicaid 

and avoid using their assets to pay for nursing home care. 



44. Another goal of Medicaid planning is avoiding Medicaid estate recovery to 
preserve assets for heirs. 

45. Asset sheltering represents a threat of higher costs to the Medicaid program. 
46. Increased asset sheltering is occurring and will continue to occur due to aging of 

our population and the current demographics. 
47. In recent years, OMPP has adopted several rules that have closed some of the 

most significant eligibility loopholes, including new limits on annuities, income 
producing properties, savings bonds, estate recovery and liens, and other transfers. 

 
 
OTHER HUMAN SERVICES PROGRAMS: EFFICIENCY/COST CUTTING 
EFFORTS:    

 
48. Indiana is ranked number one in the country for the second year in a row as the 

most efficient state for collecting child support, getting $7.91 for Hoosier children 
for each $1 FSSA spends.  The national average is only $4.50. 

49. Indiana is recognized as the most productive state for disability cases reviewed 
per caseworker by the Commissioner of the U.S. Social Security Administration. 

50. FSSA was awarded a Child’s Mental Health Waiver to provide community-based 
services, – chosen as one of only four states in the country. 

51. FSSA has enrolled over 21,000 seniors in the Hoosier Rx program to provide 
prescription drug discounts of up to $1,200, doubling the benefit Medicare 
provides.  FSSA has changed the Hoosier Rx senior prescription program to a 
point-of-sale discount, avoiding seniors having to mail in receipts for 
reimbursement. 

52. FSSA has launched statewide use of electronic food stamps cards, eliminating 
paper food stamps, which reduces the possibility of theft and fraud. 

53. FSSA has implemented a statewide electronic childcare voucher system to replace 
paper to speed up payments, improve security and increase accuracy. 

54. Indiana is one of only two states that has been credentialed by Prevent Child 
Abuse America for its Healthy Families Indiana program.   

 
FSSA ORGANIZATIONAL STRUCTURE:   
 
The Legislative Services Agency conducted a program audit and review of the 
structure of FSSA, which was completed during the timeframe of the subcommittee’s 
review of FSSA.  The full Legislative Services Agency report is included as part of 
the subcommittee’s full report.  The LSA report contains a program summary for all 
FSSA programs and also includes a survey of agencies/entities that interact with 
FSSA. They were asked questions about the effectiveness of the current structure of 
FSSA.  Key findings from the LSA report and survey include:   

 
 

55. The current structure of the consolidated agency that is now FSSA is scheduled to 
expire on 1-1-06. 



56. Consolidation of human services agencies is a trend across the 50 states.  Planning 
is the key to effectiveness.  

57. Since the creation of the agency, FSSA has experienced short tenures from the 
Secretary of FSSA. This has led to issues of continuity and truncated planning 
horizons.  

58. Staff turnover has also been a problem. 
59.  Over one half of survey respondents said FSSA services would improve if the 

divisions were “more aligned.” 
60. There are a number of conflicts in the statutes that establish the Office of the 

Secretary of FSSA and the statutes that establish the divisions within FSSA.  
61. State Board of Accounts audits reveal more findings with FSSA than other 

recipients of federal funds. 
62. The report’s findings on efficiency and effectiveness of the current FSSA 

structure are inconclusive. 
63. Governor Kernan’s Peak Performance Project for FSSA (included in this report) 

calls for breaking FSSA into four separate agencies under a cabinet level 
Secretary of FSSA.  The four agencies, including what is now the State Board of 
Health, would be organized along constituent and programmatic lines.  

64. Survey respondents stated that FSSA’s external communication was good, but the 
agency’s internal communications tend to be poor. 

65. Over one half of the LSA survey respondents said that dually diagnosed clients do 
not have access to programs and services to address their needs.  Over one half 
said that these clients would have better access to programs if FSSA had better 
interagency communications. 

66. The survey found split opinion as to whether FSSA has sufficient 
systems/methods to report a serious accountability flaw. 



 
 

SUBCOMMITTEE RECOMMENDATIONS 
 

         EFFICIENCY EFFORTS 
 
1. Indiana/OMPP should move quickly to expand managed care for Medicaid clients 

to all areas of the state. 
2. Indiana should aggressively pursue Medicaid waivers as encouraged by Health 

and Human Services for new/better ideas.  The agency should search for 
examples of waivers submitted and approved by other states that will reduce costs 
and improve services. 

3. Indiana should further restructure long-term care services toward community-
based services and away from nursing homes to save dollars and improve 
client/family satisfaction.  Indiana should aggressively reduce nursing home beds 
to eliminate waste in the Medicaid system.  Excess nursing home beds and the 
dollars flowing to them should be converted to community-based placements.   

4. Likewise, Indiana should aggressively transition more clients from Intermediate 
Care Facilities for the Mentally Retarded (ICF/MR’s) to community settings to 
save dollars and improve client and family satisfaction. 

5. Indiana should further expand risk-based managed care for Temporary Assistance 
to Needy Families (TANF) clients and move aged, blind and disabled clients into 
Risk Based Managed Care (RBMC). 

6. More stringent participant rules for the Medicaid buy-in program should be 
implemented. Specifically, better/enhanced employment tests/verification should 
be implemented to ensure that only those individuals engaged in meaningful work 
are enrolled. 

        
       PHARMACY BENEFIT 
   

7. Indiana should expand its use of preferred drugs to reduce pharmacy costs.  
8. Indiana should be more stringent on the Preferred Drug List (PDL) and seek to 

negotiate larger discounts for the Medicaid program.  However, caution should be 
exercised here to ensure that the right balance is struck between reducing the 
number of drugs on the PDL to reduce costs, and making sure the PDL is broad 
enough to include clinically appropriate preferred agents and not require excess 
prior authorization by providers. 

9. Indiana should continue its investigation and implementation of supplemental 
rebates. 

 
       FUNDING OPTIONS 
 

10. Indiana should use state-funded services (such as CHOICE) in a more targeted 
manner with Medicaid long-term care programs. Example: Using, where 
appropriate, CHOICE dollars for the Medicaid match for Medicaid eligible 
clients.   



11. Indiana should enact broad-based provider taxes to be dedicated for state 
Medicaid match to relieve pressure on the state general fund from escalating 
Medicaid costs. 

12. The Lewin Report does not recommend changing or reducing benefit levels or 
eligibility requirements for Medicaid clients (including optional services).  The 
Medicaid and Human Services subcommittee agrees with this conclusion.  

13. Local revenue streams for the state match of Medicaid dollars should come from 
those who benefit from the Medicaid system; not taxes on other services or 
goods. 

14. The General Assembly should strongly consider enacting a dedicated revenue 
source for the state Medicaid match; otherwise, Medicaid appropriations and 
expenditures will outpace the growth in state general fund revenues and consume 
an ever-increasing share of the state budget for the foreseeable future. 

         
       ORGANIZATIONAL STRUCTURE 
 

15. Indiana should pursue a targeted increase in in-house technical expertise in order 
to effectively be able to expand cost-reducing initiatives and oversight of 
contractors. 

16. The General Assembly must be willing to support OMPP’s efficiency/cost cutting 
recommendations with difficult decisions and legislation to reverse/prevent 
adverse court decisions.  

17. Indiana should continue to review administration and management strategies as 
programmatic changes are anticipated. 

18. The Peak Performance Project recommendations for reorganizing FSSA and the 
State Board of Health into four agencies, which report to a cabinet level Secretary 
of FSSA, should be given full consideration by the General Assembly.   

19. The General Assembly should enact legislation to resolve conflicts and 
inconsistencies between the statute that establishes the Secretary of FSSA and the 
statutes that establish the divisions within FSSA. 

 
       GENERAL  
   

20. Because OMPP is staffed lean, it will likely need additional staff or consulting 
assistance to effectively implement further cost cutting measures. 

21. Indiana should exercise restraint in imposing further provider reimbursement cuts 
or freezes for Medicaid services beyond those currently enacted. The likely 
outcome of such actions would be considerably fewer providers serving Medicaid 
clients and further cost shifting to the private sector.  

22. Given that Medicaid represents more than two-thirds of the FSSA budget, the 
Medicaid and Human Services subcommittee focused its time and resources on 
the Medicaid program in Indiana.  The subcommittee feels it did not have a 
sufficient opportunity to review the other FSSA programs, nor did it receive an 
outside review such as the Lewin Report.  Therefore, the subcommittee 
recommends that a separate performance audit of the non-Medicaid programs 
within the purview of FSSA be conducted.   
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Executive Summary for Evaluation of the Organizational Structure of the
Office of the Secretary of Family and Social Services

Introduction. P.L. 197 of 2003 required an
evaluation of the organizational structure of the
Office of the Secretary of Family and Social
Services and the Office’s relationship with other
agencies that provide health and human services
programs. The evaluation is prepared by
nonpartisian legislative staff overseen by the
Legislative Evaluation and Oversight Policy
Subcommittee (LEOPS) of the Legislative Council.
The report will be received by the FSSA Evaluation
Committee for review under IC 2-5-21, which
makes provision for the committee to take
testimony regarding the audit report and make
recommendations for legislation or administrative
changes.

The state of Indiana human services agencies
were reorganized in 1991 from independent
departments into divisions. In the same
legislation, the Office of the Secretary of Family
and Social Services was established. 

The purpose of this reorganization was to address
certain problems identified in service delivery.
Specifically, it was recognized that the former
system was fragmented and that there was
duplication of programs. The goals of the
reorganization were summarized in a 1995
Legislative Services Agency evaluation of the
reorganization as (1) improving the administration
and management of human services and (2)
improving the delivery of services.

Under current statute, sections of the Indiana
Code authorizing the Office of the Secretary of
Family and Social Services, Family and Social
Services bodies, Office of Medicaid Policy and
Planning, and the division directors are set to
expire on January 1, 2006. Options include
legislative action to reauthorize these sections or
change the structure of this area of state
government, or executive orders to continue the
entities in the interim.

Statutory organizational structure. In
implementation, it appears that the Family and
Social Services Administration (FSSA) is a
centralized, consolidated agency. This observation

is based on the way that budgets are prepared
and the centralization of certain functions such as
intellectual technology support, contracting, and
human resources.

The consolidation of human services agencies at
the state level appears to be on par with what
other states are doing or considering. The “best
practice” of organizing human services agencies
seems to suggest that coordination of planning is
paramount. States are using different types of
collaborative bodies to achieve these results,
however, including umbrellas, coordinating
councils, cabinets, and commissions, to name a
few. 

Evaluation of the operating organizational
structure. LEOPS members, in a meeting in
September 2003, suggested several topics to
examine concerning the organizational structure of
the Office of the Secretary of Family and Social
Services. These suggestions were turned into
areas of review, as follows:

1. Continuity of Leadership - the extent
to which the organizational structure
supports the role of the secretary.

2. Management Efficiency - the extent to
which the organizational structure
supports the work of the agency.

3. Interagency Communication - the
effect the organizational structure has had
reducing fragmentation and duplication.

4. Fiscal Accountability - the extent to
which the organizational structure allows
control of the agencies’ activities.

5. Budget - an analysis of support and
administrative staff and expenditures
within Family and Social Services, and the
way that budgeting can be used to make
FSSA better or less expensive.

To review each of these areas, surveys were
circulated to organizations that work with or are
contracted by FSSA. Other states with similar
general populations and organizational structures
were identified and used to make comparisons.
Also, certain state documents were reviewed and
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interviews were conducted with key personnel,
including the former secretaries of Family and
Social Services. 

Continuity of Leadership. It was found that
Indiana does have a shorter average length of
service in the secretary position than other similar
states. However, there is evidence that Indiana’s
tenure of secretaries is not without precedence,
and that even for-profit organizations’ chief
operating officers are serving shorter periods in
the position. The most important effect that the
short tenure has on the agency is the shortened
planning horizon that it causes.

Management Efficiency. It appears that many
states with a centralized administration for human
services agencies dedicate similar portions of
budget and personnel to these agencies as
Indiana does, and that the management of these
agencies may be just as complex as it is in
Indiana. 

The results of the survey undertaken by LSA
indicate that staff turnover is a problem at FSSA.
Steps were taken to determine if staff turnover
could be related to management complexity, but
an early retirement incentive may have increased
staff turnover for the years observed. However,
further review of issues addressed by LSA survey
respondents concerning staff pay and the need for
additional staff is recommended. 

Within this section, program oversight and
linkages between agencies to provide human
services programs are also reviewed. A program
inventory documents the types of interactions
between agencies that must occur in order to
provide each program. Although the results must
be reviewed in more depth, the information can
be used to determine how the interactions can
best be managed. 

Interagency Communications. A review of the
literature concerning service integration reveals
several components that are key to interagency
communication, including comprehensive family
assessment and joint case planning, single point of
entry and collocation, and a sense of partnership.
This evaluation looks at how each step is carried
out at FSSA. 

While more recently discussed in the literature,
FSSA has made some move toward adopting
comprehensive family assessment and joint case
planning with “systems of care teams” to provide
wrap-around services for families. These programs
have only been rolled out in 11 of the 92 counties
in Indiana. 

In developing a sense of partnership among the
divisions of FSSA, cross-training appears to be a
key element. Although the listing of cross-training
opportunities provided by FSSA is not exhaustive,
the opportunities to learn about other programs
and break down communication barriers between
programs do not appear to be abundant. It also
appears that programs are arranged among the
divisions rather than planned by the Office of the
Secretary. 

An evaluation of the communications was
undertaken using the LSA surveys. Based on the
responses, FSSA is perceived as communicating
well with outside entities. However, questions that
concerned perceptions of interagency
communication did not yield such positive results.
For example, 53% of the respondents found that
multi-problem or dually diagnosed clients do not
receive programs and services to meet most of
their needs. Of this group, 54% felt that better
interagency communications among the divisions
would improve access to programs for these
clients. It appears that most respondents would
like to see a closer alignment among the divisions
to improve this communications gap.

Fiscal Accountability. As the result of upgrades
to technology and other problems identified with
contracting processes, contract payment has
become centralized within the Office of the
Secretary. However, the contracting process still
involves the individual divisions which prepare
contracts and must sign off on payments. A review
of contracts shows that most contracts are let for
one year and that the average contract value was
$5.5 million for calendar years 2000 and 2001.
The actual contract values ranged widely between
$0 and $183 million. Large contracts may cover a
period of years, and $0 contracts represent a set
service cost, but unlimited quantities to be
purchased. 
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In addition to contract review, a description of the
internal audit function was undertaken. It appears
that the unit that performs internal audit is
continuing to undergo changes, as it has over the
last seven years. Currently, the unit is performing
an account number overview of FSSA from which
a risk analysis of the agency can be developed. 

In addition to internal audit, the State Board of
Accounts is responsible for an annual audit of the
agency based on federal law. A review of the
findings of the annual audit indicates that FSSA
has more findings than other state agencies
receiving federal funds. The types of findings for
FSSA range from the lack of written procedures to
insufficient or no review of audits submitted by
vendors to cases of fraud. Findings about the
Medicaid or Medicaid/CHIPS program represent
about 40% of the findings on average over the
three years. Most of the problems identified
concern insufficient audits and edits within the
claims payment system to identify duplicate billing,
excessive payments, or invalid billing. Some
reconciling errors have been noted as well. Three
cases of fraud or illegal activity are discussed in
the audits with two of these cases first being
identified by FSSA internal audit. 

Budget. A review of the FY 2004-05 biennium
finds that federal funds provide 63.9% of the total
budget. Very little funding in the state budget
(0.3%) comes from local sources, although
counties have some responsibility for human

services programs within their own budgets. State
institutions are primarily funded with state General
Fund dollars. From July 2001 to July 2003, the
number of positions within FSSA decreased by
7.4% with the greatest decreases coming from the
state-operated institutions and the Division of
Family and Children county offices. 

Currently, FSSA includes performance-based
measurements in its budget presentation. Ways in
which performance-based measurements could be
used to improve efficiency are explored, including
ways in which this technique could improve
business unit performance, as well as program-
level improvements. 

Conclusion. The recognition that human services
agencies must communicate with one another to
avoid problems of fragmentation and duplication
appears to be common among states. Indiana
began to address this issue with the formation of
the Office of the Secretary of Family and Social
Services. This evaluation attempts to look at
issues that relate to the organizational structure of
the Office and look for ways in which the
organizational structure can be strengthened to
improve service delivery. Among the products of
this report that may lead to this improvement are
an inventory of interactions between human
services agencies providing programs, information
on staff turnover, and a look at performance-
based budgeting.
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Section 1. Introduction

Legislation passed during the 2003 legislative session required the Legislative
Evaluation and Oversight Policy Subcommittee (LEOPS) of the Legislative
Council to direct staff to perform an audit of the organizational structure of the
Office of the Secretary of Family and Social Services and the Office’s relationship
with other agencies that provide health and human services programs. This
audit was conducted in accordance with IC 2-5-21, which directs staff to
consider, among other items:

1. The objectives intended for the agency and the degree to which
the intended objectives have been achieved.

2. Budget and fiscal factors, including the effect of the agency on the
Indiana economy.

3. Areas of outstanding performance.
4. Whether operations of the agency have been efficient and

responsive to public needs.
5. The management efficiency of the agency.
6. Any other criteria identified by LEOPS.

In addition to these statutory recommendations, LEOPS members suggested
that the following issues be addressed in the Family and Social Services audit:

1. The fact that there have been nine secretaries of Family and Social
Services since the creation of the agency and the impact this has
on continuity.

2. Communication within Family and Social Services.
3. Whether there is too much or too little support and administrative

staff and expenditures within Family and Social Services. 
4. The fiscal accountability within the agency.
5. The best structure to use for the delivery of social services.
6. Whether the agency can be made better or less expensive.

Beyond these directives and recommendations, the sections of the statute
authorizing the Office of the Secretary of Family and Social Services, Family and
Social Services bodies, Office of Medicaid Policy and Planning, and the division
directors are set to expire on January 1, 2006. While this report has not been
drafted to address the expiration of these entities, the evaluation provides
background for actions that may be taken as a result of the expiration date. 

In 1991, the Office of the Secretary of Family and Social Services was created
through legislation which transferred responsibility for existing human services
to one of three divisions or the Office of Medicaid Policy and Planning within the
Office of the Secretary. (The Office of the Secretary and the three divisions are
referred to as the Family and Social Services Administration and use the
abbreviation FSSA.) Responsibilities for programs and services were assigned
to the divisions, the division directors, or to sections (later known as bureaus),
which are located within the divisions. Each division was headed by a director
and each bureau by a bureau head. Although the statute has been recodified
and new programs and changes incorporated over the years, the overall plan
set forth in the original legislation has not changed.
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The organizational structure that was enacted resulted from executive branch
and legislative branch proposals. Section Three works to define the state
agency’s statutory organizational structure for a more thorough understanding
of how the Office and divisions are expected to work together and discusses the
organizational structure that is in operation at FSSA.

In order to evaluate the organizational structure in Section Four of this report,
interviews were conducted with former FSSA secretaries and a survey was
addressed to several advocacy and service organizations. In addition, other
states with consolidated and cabinet-style organizational structures for their
human services agencies were examined for comparison to the Indiana system.
Finally, state documents, such as contracts with vendors, budgets, and audits
by the State Board of Accounts, were also used to examine specific operations.

As an introduction to the topics covered in Section Three and Section Four, a
general discussion of human services programs and organizational structure
follows. State history with program usage information as well as the effects of
federal funding on state programs is discussed in Section Two.

Over the last several years, problems at FSSA have been highlighted in the
press. Media reports have indicated that charges have been filed against
caseworkers in cases involving children dying as the result of neglect or abuse.
Also, fraudulent contracts and misappropriation of funds for personal
enrichment by employees and contractors have been the subject of these
reports. The highlighted problems have led to criminal cases that are currently
in the court systems. To the extent that these cases reflect on the
organizational structure of FSSA, they have been considered for this evaluation.
However, the purpose of this evaluation is neither to validate the charges nor
to interfere with ongoing investigations. Therefore, the allegations are examined
within this evaluation through information available from newspaper accounts
and, in some cases, reports provided by other governmental agencies such as
the State Board of Accounts. 

What are Human Services

Human services are a broad set of supports that are provided by a government
or private entity to individuals who are vulnerable due to economic hardship,
physical or mental condition, or age. The supports can range from direct cash
stipends to training to licensure of facilities and individuals who provide services.
The people who receive services also are not homogenous. They come from all
age groups and backgrounds, and the severity of their needs may vary
significantly.

Human services are not necessarily closely related to one another, because the
range of services are so broad and the clientele so diverse. However, at the
state level, certain advantages can be found in tying human services programs
together. One of the advantages that will be discussed throughout this report
is service integration. Services integration is defined as "streamlined and
simplified client access to a wide range of benefits and services that bridge
traditional program domains." (Ragan, 2003) The reasons that human services
can be tied together include crossover caseloads, funding sources, and support
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systems. 

Even though the people receiving services cover a broad range of needs and
characteristics, often one person will need more than one type of service. For
example, a person who needs substance abuse treatment may also need
assistance in housing or child care. The fact that people typically need help from
more than one category of services is one of the primary reasons that human
services programs have been linked together. The efficiency with which a
person may receive services may improve the outcome for the person in need
and reduce redundancy within the human services delivery system. 

Human services are, by and large, based on funding from the federal
government along with direct or indirect support from state funds. Federal
funding often carries requirements for use of the funds and may require the
state to make certain expenditures. With block grants, which became more
popular during the mid-1990s, funds have fewer requirements and are provided
more often to the community level. In this case, the state may have a
regulatory responsibility to audit and review the use of the funds. Since human
services programs are linked with federal funding and the resulting regulation,
the relationship with the federal government is often a critical factor in providing
human services, and efforts to attract or retain federal funding may link human
services programs and delivery systems.

In the same way that federal funds may link human services, other support
systems, such as data services, also connect human services. Because caseloads
may overlap and because data needs may be similar, certain synergy may be
achieved when human services are linked with one another. By bringing human
services together in Indiana with the formation of the Office of the Secretary of
Family and Social Services, common support systems could be developed, such
as the ICES and ISETS computer systems, which can improve the access to
human services programs for recipients.

In some states, public health is combined with human services, but Indiana
does not do this. Certain services provided by the health department
complement human services including data collection and licensure. However,
other services are not aligned with human services, and may actually relate
better to other types of programs such as environmental protection or as a
stand-alone program. Whether public health services should be administered
with human services programs is not straightforward because different models
underlay each structure.

What is Organizational Structure

In general, organizational structure refers to the lines of authority within an
organization that control the organization’s activities. Control exerted over the
organization’s activities can provide for productivity, consistent quality, and
protection against malfeasance. Usually the organizational structure is depicted
by boxes that represent positions within the organization connected by lines of
authority. In traditional organizations, control is exerted from the top of the
structure over the bottom. However, not every organization is depicted this
way, and often the concepts of organization extend beyond the boxes to issues
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such as corporate culture, mission, and valued-added services. 

The study of organizational structure combines sociology and psychology. Early
work concerning bureaucracy and organization was pursued by Max Weber, a
nineteenth century social theorist who described bureaucracies as “goal-oriented
organizations designed according to rational principles in order to efficiently
attain their goals.” (Elwell) The rational organization gave way to scientific
management principles and organizational behavior studies. In the beginning,
these studies concerned improving profitability by increasing employee
efficiency. The pursuit of machine-like proficiency was overtaken by recognition
that humans are more complex than machines. This led to psychological study
of the way in which workers could be motivated to be better producers through
incentives and controls. 

These works, however, begin to break down when nonmanufacturing
organizations are considered. For example, the number of patients a
psychologist sees is less important to positive outcome than a patient following
a well-conceived treatment plan. While measuring the number of clients a
psychologist sees each day is an easy and objective measure of productivity and
profitability, the goal of a psychological practice is better described as the
positive outcome for the majority of patients. In order to secure a positive
outcome, the psychologist may need to allocate time to developing treatment
plans or to pursuing noncompliant patients, and spend less time in direct
treatment of patients, especially those who are progressing well along their
treatment plan. (Kessler, 2004) 

Moreover, the organizational structure that supports a practice of psychologists
varies from that of a production environment. While the traditional organization
is hierarchical in nature, a human services organization may have a relatively
flat structure where the boxes connect to one another on the same level rather
than to a box higher on the diagram. This type of peer-to-peer structure works
well in an environment where professionals work autonomously or have equal
authority. However, the issues of how to control activities, particularly of how
to provide consistent quality, are more critical in this type of organization.

The type of reorganization of human services programs that took place in
Indiana in 1991 was partially concerned with the lines of authority. The purpose
of the reorganization was integrating human services programs among the
various agencies that provided them, thereby reducing fragmentation and
duplication of services. While the literature still discusses the lines of authority
for state programs (Robison, 2004), different avenues to achieving system
integration now dominate the literature. 

Results from a literature review indicate that service integration and
collaboration were issues in 1990 and continue to be issues today. A report from
the National Conference of State Legislatures (NCSL) explains how the focus of
the issue has changed:

Collaboration among executive branch leaders has been
valuable for coordinating planning among state agencies and
increasing the attention given to particular issues or under-
served populations. However, it has become clear that to effect
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change often requires collaboration among representatives of
a broader range of resources, as well as some level of
confrontation and accountability. (Robison, 2004)

Studies reviewed for this paper rarely consider the overall state human services
system. Studies either review exemplary local agencies to find common features
that would improve services or provide information to improve interactions
among smaller, independent agencies. Information about the organizational
structure of state agencies is primarily presented in terms of the effect on one
segment of the population served, for example, the disabled, long-term care
users, or children.

Based on this review of literature, there appears to be no ideal model for
organizing state human services agencies. However, service integration and
collaboration among human services programs appear to be a key to improving
the delivery of services. Even though the literature indicates interest in these
topics has moved beyond the state-level organizational structure, this evaluation
considers the results of state reorganization undertaken in 1991. In many cases,
the question of how the state organizational structure performs can only be
answered based on the population being served. The purpose of the evaluation
is to look at the overall organization and its performance, and this will be done
in terms of service integration and collaboration. 

Section 2. Background on Divisions and Office of
Medicaid Planning and Policy

The organizational structure of Family and Social Services is shaped by more
than the restructuring that took place in 1991. This section examines human
services program history and other outside influences that help determine the
structure of Indiana’s human services programs within the three Family and
Social Services Administration (FSSA) divisions: the Division of Disability, Aging,
and Rehabilitative Services (DDARS); the Division of Mental Health and
Addiction (DMHA); and the Division of Family and Children (DFC); as well as the
Office of Medicaid Policy and Planning (OMPP). Through the review, the
diversity of the programs found in each entity is explored. 

Included in the review is a general description of the population served,
program structure, the funding sources, and the changes that have occurred
since 1991 when the individual departments were forged into a single structure.
While OMPP, in statute, is part of the Office of the Secretary, each of the three
divisions exists independently to the extent that each division is given separate
areas of responsibility. However, in many cases, the divisions and OMPP interact
to serve populations that overlap. Here, the interactions are not explored, but
rather, the unique structure that has developed in each division is revealed.

Factors Shaping State Program Structure 

Most human services programs receive federal funding, and, as a result, are
affected by federal court decisions and other federal requirements. The
Olmstead Decision and the maintenance of effort requirement affect many of
the human services offered by the state. These two factors are discussed, and
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the effect on particular divisions is highlighted below. In addition, the effect of
federally run human services programs within the state is discussed.

The Olmstead U.S. Supreme Court Decision

Both DMHA and DDARS are affected by the 1999 U.S. Supreme Court decision,
known as Olmstead, which held that the unnecessary segregation of individuals
with disabilities in institutions may constitute discrimination based on disability.
Furthermore, Olmstead said that the Americans with Disabilities Act may require
states to provide community-based services rather than institutional placements
for individuals with disabilities if treatment professionals determine: 

1. Community-based services are appropriate. 
2. The affected individuals do not object to such placement.
3. The state has the available resources to provide community-based

services. 

Both state developmental centers and mental health institutions are affected by
the decision. According to statute, DDARS is responsible for operating the state
developmental centers, while DMHA administers the mental health institutions.
Partially as a result of Olmstead, the divisions focus on providing alternate
services in a community setting as opposed to an institutional one, resulting in
a steady decrease in the number of persons residing in institutions over time.

DMHA: In 1989, the seven mental health hospitals had a patient population of
3,612. With the closure of Central State Hospital in 1994 and the downsizing of
other facilities, the current patient census is about 1,200.

DDARS: In 1989, the four state developmental centers had a patient population
of 1,521. With the closure of New Castle SDC and Northern Indiana SDC in 1998
and the downsizing of the other facilities, the patient census in May 2004 was
about 363.

The decrease in the number of individuals residing in state institutions has led
to additional contracting for community-based services with nonstate entities
as service providers. Some direct effects of the increased number of contracted
service providers are more contract and service oversight and improved
contracting systems. However, over time, the trend towards community-based
care systems will affect human services programs in many, as yet unforeseen,
ways. 

Maintenance of Effort in Programs

Maintenance of Effort (MOE) programs are an example of a federal requirement
that influences state human services program development. Many federally
mandated programs require that the state fulfill specified requirements in order
to continue receiving funding for the program. The requirements may be in the
form of a cash match of state funds to a previous funding level or to a
commensurate level of federal funding, or for a noncash provision of services
at a specified level. In some cases, the MOE does not have to come from the
entity receiving the funding, but may be spread out across state and local
agencies that may appear to be unrelated. 
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An example of how an MOE requirement works is related to the Temporary
Assistance for Needy Families (TANF) program. TANF was established by the
Personal Responsibility and Work Opportunity Reconciliation Act (PRWORA) of
1996 as a welfare reform initiative to replace Aid to Families with Dependent
Children (AFDC). The former AFDC program was an entitlement program where
the federal government reimbursed states at an annually determined
reimbursement rate on all expenditures. The federal share for TANF is now
provided through a capped block grant allocation with a state MOE. The
program is administered by DFC at the state level. 

Each fiscal year, states are required to spend 80% of a historic state
expenditure for benefits and services for members of needy families to meet the
TANF MOE. A state’s TANF MOE can be fulfilled by a diverse array of benefits
and services, including TANF dollars spent as part of the state’s TANF cash
assistance program. “State flexibility in program design flows from the state’s
ability to segregate MOE funds from TANF funds, and to use MOE funds for
separate state programs not subject to the requirements that generally apply
to TANF cash assistance.” (Center for Law and Social Policy, 2002)

Penalties for failing to meet the TANF MOE are non-negotiable, and the federal
government disallows any state from presenting a reasonable cause for not
fulfilling its MOE. Furthermore, as is the case with many programs involving an
MOE, the federal government does not allow a corrective compliance
opportunity. There are several consequences if a state fails to meet its TANF
MOE. They are as follows: 

1. The state’s TANF grant will be reduced on a dollar-for-dollar basis
in the subsequent year reflecting the extent of noncompliance.

2. The state will be required to expend additional state TANF MOE
funds in its TANF program equal to the amount by which the state
fell short of meeting the MOE requirement. 

3. If the state received a Welfare-to-Work formula grant in the year
in which it failed to meet the TANF MOE requirement, the state’s
TANF grant in the year after the failure will be reduced by the
amount of the state’s Welfare-to-Work formula grant. 

MOE is significant to the way in which the state organizes and manages human
services programs. Failure to meet MOE requirements often has an effect
beyond the program in which the problem occurred. For example, DMHA’s
funding for the Substance Abuse and Prevention Treatment Block Grant
(SAPTBG) is largely connected to the Tobacco Sales to Minors (SYNAR)
program. The state must prove to the federal government that fewer than 20%
of teenagers are able to buy cigarettes. If it is unable to do so, the state loses
40% of its SAPTBG funding. If the state fails to fulfill the noncash SYNAR MOE
requirement, the wide number of programs funded by the SAPTBG would suffer.

Federally Run Programs

There are several programs in Indiana which are 100% federally run, meaning
that the state is minimally involved in the administration of these programs that
benefit Indiana residents. In fact, any involvement is usually characterized by
one or two state employees strengthening connections between the federal
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program and other state programs that would benefit from knowledge of the
federal program. An example of one such program is Head Start, the federal
program begun in the 1960s as a part of the “War on Poverty” to provide
comprehensive child development programs. Head Start serves children from
birth to age 5, pregnant women, and their families. The state is not responsible
for administration of the Head Start program, but there is one employee who
acts as a liaison between state child development programs and the federal
Head Start program.

The Divisions

Although the state human services agencies were reorganized in 1991, many
of the programs and services that are involved were established long before
1991. By the same token, since the restructuring of state programs and
services, certain key programs and services have undergone significant changes
in the underlying philosophy and goals. The following is a brief discussion of the
history and programs provided in DFC, DDARS, DMHA, and OMPP.

Division of Family and Children

From the FY 2004-05 Appropriations:

Programs and Administration
     Funding Source Splita 

$1,023,950,955 
72.7% Federal / 26.1% State

Population Served From the general population -
economically disadvantaged
and vulnerable citizens such as
children. 

aState funding sources include both the state General Fund and state dedicated funds.
Among the sources of revenue to state dedicated funds are federal funds.

Overview

DFC is the most complex of the four entities being discussed because DFC is
responsible for the largest number of programs and the largest number of
persons being served by FSSA. DFC programs focus on strengthening families
and children with an emphasis on prevention, early intervention, and an aim
toward self-sufficiency. Program areas include TANF, food stamps, housing,
child support, child protection, child care, adoption, energy assistance, homeless
services, medical services eligibility, nutrition assistance, and job programs.

The population served by DFC is extensive and diverse. While the majority of
persons served are children and families, the division provides services for
people in the larger general population who are economically disadvantaged.
Services for the latter include, but are not limited to, unemployment services
and food stamps. Assistance with child care and child care provider licensing are
also responsibilities of DFC. 

DFC’s services for certain programs, such as TANF, are time-limited for some
persons and not for others. Children are, in general, if eligible for the program,
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eligible for services under any circumstance. For example, if a family on welfare
times out (i.e., has been on welfare for the maximum time permitted by
statute), its children will continue to receive services even though the parents
do not. 

Program Structure

A large proportion of DFC’s programs are federally mandated. Two examples
include child welfare and TANF, both of which have changed immensely since
FSSA’s creation. The changes and their effect on DFC are described below.

Child Welfare: The federal government frequently passes new child welfare
laws which place additional mandates on states. For example, in 1997, the
Adoption and Safe Families Act (ASFA) was passed which required states to,
among other things, conduct a permanency planning hearing for youth 12
months after the day that a child enters into care. In the state, the effect of
ASFA could be seen from the larger DFC structure where policy changes were
necessary, to the courts where an increase in the frequency of cases being
heard occurred, and to child welfare workers who were under pressure to
accelerate permanency planning. 

Temporary Assistance to Needy Families: Welfare programs underwent a
large restructuring in 1996, bringing a new attitude toward welfare recipients
and requiring recipients to work toward independence. The changes brought by
the TANF program created a whole new method of administering welfare,
pushing the responsibility of the welfare system from federal government
administration to state administration. States were forced to create a welfare
system while keeping federal requirements in mind. Shifts at the federal level
create a need for similar state shifts in goals, philosophies, and linkages that
underlie this program. Since the state’s restructuring of human services in 1991,
program structure and emphasis has continued to change for DFC. 

The federal government may mandate the structure of the entity that will
provide a particular federally funded program or service. At DFC, the federally
mandated programs differ in whether or not they have an overlying structure
established by the federal government. Several of the programs are somewhat
flexible. In some cases, the federal government may establish an overlying
structure, but leave portions of the overall program design to the states. For
example, states participating in TANF may decide whether or not they wish to
provide financial assistance through TANF for single mothers attending school.

Other programs are completely structured by the federal government. For
example, states must provide an Independent Living Skills program for youth
emancipating from the foster care system within child welfare programs. In
another example, the First Steps Program mandates that to receive federal
funding, only certain services be provided for a certain group of youth. The
state may not add additional services to those specified by the federal
government. 

Also unique among the state’s human services providers, DFC has the largest
number of state-initiated programs. For example, a state-identified need for
child care has led to the creation of several child care assistance programs
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outside of the federally mandated Child Care Development Fund (CCDF)
program. DFC has also continued programs that were originally federal
programs but for which the funding has been discontinued. An example is the
system of Youth Services Bureaus. The Bureaus were originally established by
the federal government in the 1960s. When funding was discontinued, the state
initially withdrew from participation, but then resumed the program when a
need was evident. 

The state organizational structure supporting federal programs may vary from
the federal organizational structure as programs in various federal entities are
united in one state division. DFC provides programs that are provided by the
federal Department of Health and Human Services (TANF), the United States
Department of Agriculture (Food Stamps), the Department of Energy (Home
Weatherization), and the Department of Education (First Steps and Early
Intervention).

Funding

Funding for DFC programs is a combination of federal, state, and local money.
One of the larger programs, TANF, is funded through a federal/state match
process with the federal money coming from a block grant. Child welfare is
funded by both the state and federal governments. However, in this case, the
federal government only reimburses for individuals meeting certain eligibility
criteria, as opposed to reimbursing a certain percentage of the overall cost.
Other programs that are state-initiated have funding from a large variety of
sources. Hospital Care for the Indigent is funded through a property tax levy;
Hoosier RX is funded with tobacco master settlement agreement funds; and the
School Age Child Care Project Fund, while originally funded with Cigarette Tax
money, is now funded through the state General Fund. 

Additionally, DFC receives a great deal of its federal funding through the Social
Services Block Grant (SSBG). SSBG funds are shared with the other divisions of
FSSA as well as the Department of Correction and the Department of Health.
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Division of Mental Health and Addiction

From the FY 2004-05 Appropriations:

Programs and Administration 
     Funding Source Split 

$207,734,216 
37.2% Federal / 62.8% State

Institutional Expenditures $144,048,167a

Population Served From the general population -
persons with addiction or
mental heath problems who
are economically
disadvantaged.

aFederal funds reimbursing state expenditures are recovered by the state and placed in a
state dedicated fund called the Mental Health Fund. Expenditures for institutions are
appropriated from the state General Fund and the Mental Health Fund. For institutions
operated by DMHA, when the source of recovered funds is considered, the federal/state
funding source split is 13.6% federal/86.4% state.

Overview

DMHA programs provide services for people from the general population with
a variety of problems such as addiction or mental illness. Adults, adolescents,
and children are provided services for drug, alcohol, or gambling problems, and
prevention is a major aim of DMHA. The division assures the availability of
accessible, acceptable, and effective mental health and chemical addictions
services for the economically disadvantaged.

DMHA provides services through the Hoosier Assurance Plan (HAP). HAP is the
primary funding system used by DMHA to pay for mental health and addiction
services. DMHA contracts with managed care providers who provide an array
of care for individuals who meet diagnostic, functioning-level, and income
criteria. Persons eligible for HAP must: 

1. Qualify for Medicaid, food stamps, or fall at or below 200% of
poverty.

2. Meet certain evaluation criteria that are determined by a mental
health professional.

3. Provide proof of income. 
4. Provide their social security number. 

Historically, the main function of DMHA was to provide mental health services
in state institutions. With Olmstead  and changes in best-practice theories,
DMHA has branched out into other areas of service. DMHA currently
concentrates resources at preventing teen smoking and for homeless programs.
While the majority of DMHA programs are aimed at individuals with mental
health or addiction issues, the homeless programs are directed toward the
general homeless population. The focus on homelessness results from the high
percentage of homeless who have either a mental health problem, a substance
abuse problem, or both.
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Program Structure

DMHA has very few state-initiated programs, and, as a result, DMHA’s program
structure is dictated by the federal government for those programs which are
federally mandated. The majority of DMHA programs are either mandated by
federal law or the result of federal grant money for which the state has applied.
Federally mandated programs do not allow the state much flexibility, but this
is not the case for the federal grants. While grants do not allow a lot of
flexibility for structuring a program, the state does have flexibility in deciding
which grants to apply for. By applying for grants, the state exercises a choice
in the resources and programs that it provides. Indiana increases the number
of available programs at DMHA by applying for a significant number of federal
grants. It is estimated that over 50% of its programs are funded in this way. 

Funding

Funding for DMHA programs comes from the federal Substance Abuse and
Mental Health Services Administration (SAMHSA) and the Substance Abuse and
Prevention Treatment Block Grant (SAPTBG), as well as several individual
grants. Federal mandates create a sense of stability at DMHA because the
majority of these programs were implemented prior to the creation of FSSA and
have not changed much since their inception. Federal grants, on the other hand,
have been applied for more recently. These grants tend to be short in duration
and, as a result, create a constant turnover in the programs available and the
populations to be served.

The state initiated the Gamblers Assistance Program in 1993, when 11 riverboat
gambling sites were created. The Legislature required that $0.10 of each
Admission Tax paid to the riverboat go to DMHA for the prevention and
treatment of problem gambling behavior. In 1995, the Legislature amended the
law to allow for 75% of the funding to be used for the prevention and treatment
of alcohol and drug abuse and compulsive gambling. A minimum of 25% of the
riverboat funding is required to be allocated to compulsive gambling programs.
The alcoholic beverage excise taxes are another state source for addiction
treatment for low-income individuals.
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The Division of Disability, Aging, and Rehabilitative Services

From the FY 2004-05 Appropriations:

Programs and Administration 
     Funding Source Split

$320,164,515 
37.2% Federal / 62.8% State

Institutional Expenditures $86,374,018a

Population Served From condition-qualifying
populations - persons with
disabilities or the elderly,
primarily economically
disadvantaged.

aFederal funds reimbursing state expenditures are recovered by the state and placed in a
state dedicated fund called the Mental Health Fund. Expenditures for institutions are
appropriated from the state General Fund and the Mental Health Fund. For institutions
operated by DDARS, when the source of recovered funds is considered, the federal/state
funding source split is 44.7% federal/55.3% state.

Overview

The population served by DDARS is more limited in scope than the populations
already discussed. This is due largely to the eligibility criteria which initially
eliminate certain portions of the state’s population. As its name indicates,
DDARS serves the disabled and aging populations. Leaving the general
population behind, DDARS serves individuals of all ages with disabilities, elderly
persons, and family members of those falling in the previously mentioned
categories. In most cases, income criteria apply to DDARS programs, and the
unit serves indigent Hoosiers.

DDARS helps people with disabilities and older Hoosiers maintain independence
through in-home services, supported employment, independent living, nutrition,
deaf and hard-of-hearing services, blind and visually impaired services, and
Social Security Disability eligibility.

Program Structure

The majority of DDARS programs were established prior to the creation of FSSA.
In general, services for DDARS are provided in locations which allow for easy
access. DDARS programs are provided primarily through contracted agencies,
as follows:

Aging: DDARS contracts with Indiana’s 16 Area Agencies on Aging (AAA) to
provide its services for the aging population. Its uniformity of services provided
in decentralized locations is supported by the state’s effort to simplify funding.
In FY 2000, Indiana created one line-item appropriation for the funding of aging
services.

Disabled: Services for the disabled population tend to be decentralized but
uniform as well. A large number of services for the disabled are provided
through local Vocational Rehabilitation offices and the Bureau of Developmental
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Disabilities Services. These offices provide or contract for a wide array of
services including: (1) blind and visually impaired services, (2) independent
living skills, and (3) community services.

Funding

The majority of DDARS programs are federally mandated. As discussed above,
federally mandated programs provide for the structure of the larger
organization. In this case, a separate entity is mandated by the federal
government. Flexibility is allowed in the creation of the smaller parts of the
programs. An example is the Long-Term Care Ombudsman program which is
mandated by federal law. Each state, however, decides what services to provide
through the Ombudsman program.

In addition, there are several state-initiated programs within DDARS. In general,
these programs are directed towards the elderly population, and some examples
include Adult Protective Services and the Adult Guardianship Program. 

The largest state-funded program in the division is the Community and Home
Options to Institutional Care for the Elderly and Disabled Program (CHOICE)
which receives an average annual appropriation from the state General Fund of
$47 million based on appropriations for the FY 2004-05 biennium.  CHOICE
provides community and home-based services to aged or disabled individuals
at risk of institutionalization.

DDARS has several programs which are funded through agencies other than the
federal Department of Health and Human Services (DHHS). For example, the
Senior Community Service Employment program is administered through the
U.S. Department of Labor. Another example is the Accessing Technology
Through Awareness in Indiana (ATTAIN), funded through the U.S. Department
of Education. This program provides funding to the Protection & Advocacy
System, or as it is referred to in Indiana, the Indiana Protection and Advocacy
Services (IPAS). IPAS advocates for persons with disabilities and who are
seeking technology or related services. 

Office of Medicaid Policy and Planning

From the FY 2004-05 Appropriations:

Programs and Administration
     Funding Source Split 

$4,391,818,059
70.0% Federal / 30.0% State 

Population Served: From the general population -
economically disadvantaged or
significant disabilities. 

Overview

Unlike the divisions, according to statute, OMPP is a part of the Office of the
Secretary of Family and Social Services. OMPP is required by statute to have a
memorandum of understanding with each of the three divisions of FSSA
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concerning the administration of programs, accountability and auditing
responsibilities, and which allows each division to advise on rules and standards
of Medicaid programs. The memorandum of understanding highlights OMPP’s
role as a service agency and shows that OMPP’s population is made up of the
clients in the three other divisions.

Medicaid was implemented in Indiana on January 1, 1970, and was known as
Medical Assistance. The program is included in Title XIX of the federal Social
Security Act of 1965. It is administered at the federal level by the Centers for
Medicare and Medicaid Services (CMS), which is a part of the U.S. Department
of Health and Human Services. The program is voluntary, and a state can
decide not to provide Medicaid or health insurance for the  low-income or
medically needy populations. Currently, 49 states choose to implement a
Medicaid program. 

Medicaid assists low-income residents of Indiana by providing insurance
coverage for health care services, and OMPP administers the program, although
other divisions may be involved in eligibility decisions.

Program Structure

The federal government has created the larger structure for the Medicaid
program, however, it allows states to have some flexibility in deciding what the
parameters of the program will be. This flexibility extends to the categories of
individuals served and types of services provided. 

The three larger populations for which a state is mandated to provide services
include children and families, the disabled, and the elderly. However, states may
choose to provide services to what are called “optional” categories of persons,
such as employees with disabilities, and children who are wards of the court.
States often choose not to provide services for  optional categories because of
the resultant increase of expenditures for the Medicaid Program. Indiana serves
very few optional populations. The federal government also mandates the
services that must be provided. Again there are “optional” services that states
can choose to offer. Indiana offers a large number of optional services.

The federal government sets thresholds for eligibility for Medicaid programs
based on a percentage of the Federal Poverty Level (FPL). A state must serve
at least the minimum percentage, but may serve up to the maximum
percentage. (Note: States may provide services to individuals above the
maximum percentage, however, they will receive no federal monetary
reimbursement for those services.)

Thresholds set by the federal government vary by population category. For
example, under the Medicaid Program, the federal government requires states
to provide services for children between the ages of 6 and 19 who are either at
or below 100% of the FPL. If the child is under six, however, services must be
provided for those at or below 133% of the FPL. For children under six,
according to federal reimbursement guidelines, services may not be provided
to anyone above 185% of the FPL. Indiana has instituted a program which
provides health care services to any child at or below 150% of the FPL through
the Children’s Health Insurance Program (CHIP).
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Waivers
 
Federal regulations sometimes permit states to use a “waiver” or exception from
one or more of the federal program requirements. A waiver allows the state to
provide services in a setting other than in an institutional setting, to provide
services not otherwise available in the state Medicaid Plan, or to specified
individuals who would not otherwise be eligible. Indiana currently has eight
home- and community-based services waivers including: 

1. Aged and Disabled 
2. Autism 
3. Developmental Disabilities 
4. Medically Fragile Children’s 
5. Traumatic Brain Injury 
6. Assisted Living 
7. Supported Services 
8. Serious Emotional Disturbance

These waivers make Medicaid funds available for home- and community-based
services as an alternative to institutional care under the condition that the
overall costs to Medicaid for supporting waiver recipients in the home or
community is no more than institutional care would have been for those
individuals as a group.

Individuals must be Medicaid-eligible to receive a waiver. With the exception of
the Assisted Living Waiver and the new Serious Emotional Disturbance Waiver,
all of the waivers have extensive waiting lists. Waiver waiting lists exist because
the federal government approves a limited number of slots for certain waiver
types, or because the state funds fewer slots than are available in total.

Exhibit 1 is a summary of Indiana home- and community-based services
waivers.
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Exhibit 1: Home- and Community-Based Services Waivers

Waiver
Number of People
Currently Served

Waiting List 
(Duplicated)

Aged and Disabled 4,328 2,726

Assisted Living 70 36

Autism 347 2,291

Medically Fragile 130 826

Traumatic Brian Injury 174 227

Developmental Disabilities 5,139 11,361

Support Services 3,550 7,145

Serious Emotional Disturbance 1 (pending) 0

Source: Presentation to Government Efficiency Commission Subcommittee on
Medicaid and Human Services, June 22, 2004.

Funding

Medicaid is funded jointly by the federal and state governments. States are
reimbursed by the federal government for a certain portion of money spent on
populations served. The reimbursement amount is dependent on the per capita
income of the state. States above the national average per capita income
receive a lower federal matching rate, while those states below receive a higher
rate. Currently, Indiana is reimbursed for approximately 62% of money spent
on Medicaid direct services. This reimbursement rate is standard for most
Medicaid programs, however, the reimbursement rate does vary for some types
of expenditures, such as administrative and computer systems development. 

Indiana also receives what is called an “enhanced” reimbursement for the CHIP
program, 73% federal with a 27% state match. This “enhanced” reimbursement
is the result of the state’s electing to provide service for a portion of the CHIP
population which exceeds the base threshold for service set by the federal
government.

The majority of the state’s match money for Medicaid programs comes from the
state General Fund. However, when the state receives an enhanced
reimbursement for the CHIP program, the state match comes from revenue
received from the Tobacco Master Settlement Agreement.

Discussion

While some of the programs funded or reimbursed by the federal government
have changed little since human services were restructured in 1991, the
underlying philosophy concerning some of the programs has changed greatly.
The changes primarily occurred in the mid-1990s with welfare reform. Since
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welfare and related child care programs are mainly administered in DFC, this
division has undergone the most change since FSSA was formed in 1991.
However, changes in best-practice effects all the divisions. As seen above,
DMHA funds extensively through federal grants which may be short-lived and
tend to follow best-practice trends. 

Since many FSSA programs are federally mandated, the state’s ability to tailor
programs is somewhat limited. Most flexibility comes from states creating and
administering programs which provide more optional services. Indiana has
pursued waivers under the Medicaid program to provide more services at home
or in the community. 

The populations served by each division overlap to some degree. The Medicaid
program overlaps all divisions by serving the economically disadvantaged of the
state. Other divisions overlap in two ways:

1. Programs may address the same population - DMHA provides
programs that target the homeless population while DFC also has
programs for the homeless.

2. Individuals may qualify for programs within more than one division
- this occurs when an individual is dually diagnosed or when the
individual or family has more than one problem to address.

It is the interconnectedness of these populations that provided an incentive to
organize human services programs in a way which will reduce fragmentation
and duplication. 

Section 3. Existing Organizational Structure in Statute.

Reorganizing the human services agencies' structure to better deliver programs
and services is on the agenda in many states. For example, it appears that both
Massachusetts and Texas are moving toward a more centralized, single agency
(State of Massachusetts website and Robison, June 20, 2004). In
Massachusetts, the proposed consolidation would address communication and
coordination issues. In Texas, recognition of fragmentation and duplication
caused by multiple agencies handling human services led to the proposed
consolidation. 

Other types of reorganization being considered by states include Kentucky,
where the governor, while maintaining its umbrella organizational structure, has
combined two cabinets together, joining health and family services (state
website). In Oregon, which is already considered highly consolidated, the
legislature has consented to reorganize field offices and administrative
functions, including computer systems, to improve service integration (Seller,
2002). 

Underlying the current trend toward consolidation of human services agencies,
"best practice" seems to be coordination of planning. According to the National
Conference of State Legislatures, collaborative structures first emerged 15 years
ago as informal bodies. In the last 15 years these bodies have increased and



19

become more formalized. As reported, these state collaborative bodies include
umbrellas, coordinating councils, cabinets, and commissions (Robison, 2004).
One of the apparent differences among these bodies is the ability of the
collaborative body to impose its will on agencies it coordinates. 

From the review of activity in other states and the minimal literature available
on state organizational structures for human services agencies, there does not
appear to be an ideal model for organizing state human services agencies.
States seem to grapple with many of the same issues including integration of
services, reduction of fragmentation and duplication, and improving
communications. As state budgets become tighter, other issues that will be
considered include cost savings, quality control, and paying only for programs
that perform. 

Indiana appears to have a head start on considering some of these issues. For
example, the discussion on service integration began in 1990 with the
recognition that similar services were being provided by separate agencies to
many overlapping populations. Also, through consolidation, some administrative
cost savings have been achieved. For example, if each entity of FSSA were
separated or did not share centralized computer systems support, administrative
costs for computer support would rise. 

In this section, the origins of the organizational structure for human services
programs are explored. The statutory organizational structure and the operating
organizational structure are compared, and the differences uncovered are
discussed in terms of strengthening the statute.
  
How Indiana's Structure Evolved

In 1990, the Legislature requested that LSA perform an evaluation of human
services programs that resulted in a group of reports, referred to here as the
LSA Reports. The LSA Reports were released in the summer of 1990 and the fall
of 1991 detailing the population characteristics and program and service
conditions for children with special needs, adults with disabilities, families in
poverty, long-term care and the elderly, and individuals with mental health
needs. In the first year, the reports were designed to provide background on
state human services programs and to examine the organization of the
programs for specific population groups. The reports studied improvements in
local human services programs in the second year. 

The original purpose of the LSA Reports was to improve the legislative
decision-making process and, ultimately, state government operations by
providing information about the performance of state agencies and programs
through evaluation. Since the legislation creating the reorganized agency was
enacted during the 1991 legislative session, the LSA Reports were not used for
deliberations as originally intended, but rather set the stage by describing
problems and issues in the existing system.

At approximately the same time as the reports were being prepared, the
Governor's office issued a request for proposal to prepare a detailed plan for
reorganization of Indiana's health and human services programs. Arthur
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Andersen Consulting received the commission and, in November 1990, the
Andersen Plan was released with details for the reorganization of existing
departments, programs, and services into a single agency.

Although the Andersen Plan is widely thought to be the blueprint for the
reorganization of human services, other plans and proposals were being
considered. In fact, there were three bills introduced in the 1991 legislative
session to reorganize health and human services agencies. A synopsis of the
introduced bills follows:

HB 1918 - This bill would have maintained separate departments, but the
existing entities would have been renamed and the entities' responsibilities
would have been reorganized. Of special note, Medicaid administration would
have transferred from the renamed State Department of Family and Children to
the State Department of Health. This bill was assigned to the House Committee
on Governmental Affairs. 

HB 1846 - Under this reorganization plan, various existing agencies would have
been consolidated into a single Department of Family and Social Services,
headed by a commissioner. The State Board of Health would have been
renamed the State Department of Health and also headed by a commissioner.
After passing on third reading from the House of Representatives, this bill was
assigned to the Senate Committee on Rules and Legislative Procedure. 

SB 617 - This bill would have realigned the responsibilities of the existing
departments that provided health and human services without renaming the
departments. Under the bill, Medicaid administration would have been the
responsibility of the State Board of Health. This bill underwent significant
changes and was eventually enacted as P.L. 9 of 1991.

Enacted into Statute

P.L. 9 of 1991 created the Office of Secretary of Family and Social Services and
realigned responsibilities among three departments that were renamed
divisions. In the next legislative session, P.L. 2 of 1992 recodified the statutes
concerning human services programs and consolidated the sections into Title 12
of the Indiana Code. A number of the sections that now make up Title 12 were
not amended by P.L. 9 of 1991 except for changing the authority for the
programs and responsibilities from departments to divisions. This section
summarizes the current statutes concerning the position of secretary and of the
division heads. It points out changes from the enabling statute. (A detailed
review of the current statute and the changes since P.L. 9 of 1991 is available
in Appendix I.)

Office of the Secretary

P.L. 9 of 1991 created a new position of Secretary of Family and Social Services,
appointed by the Governor, to coordinate family and social service programs
among the divisions. The assigned duties of the Secretary, through the offices,
include:
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1. Coordinating technical assistance for the divisions with compilation of
divisional budgets, and oversight of the fiscal, management,
administrative, and program performance of the divisions. 

2. Accountability for resolving conflicts among divisions and coordinating
the activities of the divisions with other entities including the General
Assembly and other state agencies.

3. Communicating with the federal government and other states. 
 

4. Developing and monitoring the central management information system
and a centralized training program for orientation and cross-training.

5. Overseeing policy development and management of the state Medicaid
program. 

6. Liaison with other governments and private service providers.

The Secretary has the power, through the offices, to employ experts and
consultants and to use state-owned facilities without reimbursement, accept
funds in the name of the state, as well as voluntary or uncompensated services,
and expend funds. Also, through the offices, the Secretary has the power to
establish and implement policy and advise the Governor concerning division
rules, create advisory bodies, and perform other acts necessary to implement
the Act. The Secretary may adopt rules, with the consent of the Family and
Social Services Committee, relating to the exercise of powers and duties in the
Act. In cooperation with the Commissioner of the State Department of Health,
the Secretary is accountable for formulating overall policy for family, health, and
social services in Indiana.

Current statute indicates that the Secretary has administrative responsibility for
the Office of the Secretary and may organize the Office to perform its duties.
In P.L. 9 of 1991, the newly established Office of the Secretary included the
Secretary; Office of Administration; Office of Information Technology; Office of
Medicaid Policy and Planning; and the Office of Planning, Innovation, and
Federal Relations. However, P.L. 253 of 1997 repealed the Offices of
Administration; Information Technology; and Planning, Innovation, and Federal
Relations. Under current law, only the Office of Medicaid Policy and Planning
(OMPP) and the more recently established Office of the Children's Health
Insurance Program (OCHIP) are specifically named. 

OMPP, designated the single state agency for the administration of the Medicaid
program, develops and coordinates Medicaid policy. The Secretary, however, is
the ultimate authority for the state Medicaid program. OMPP develops written
memoranda of understanding with the Division of Mental Health and Addiction
(DMHA); the Division of Disability, Aging, and Rehabilitative Services (DDARS);
and the Division of Family and Children (DFC) that provide for administration of
programs, accountability, and auditing responsibilities, and allow for each of the
divisions to advise on rules and standards. The memoranda of understanding
also facilitate communication between the divisions and OMPP. 
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OCHIP designs and administers a system to provide health benefits coverage
for children eligible for the program and establishes performance criteria and
evaluation measures, monitors program performance, and adopts formulae for
premiums. OCHIP administers the Children's Health Insurance Program Fund to
pay expenses of the program and services offered through the program.

Divisions

Three divisions were enacted in P.L. 9 of 1991 and, although the division names
have changed, there has been no change in the number of divisions specified
in statute. The three divisions include the Division of Disability, Aging, and
Rehabilitative Services; the Division of Family and Children; and the Division of
Mental Health and Addiction. Under the divisions are bureaus, and programs are
assigned in statute to the divisions and bureaus. The divisions, for the most
part, were assigned programs that previously had been assigned to one of three
departments without any change to the statutory program descriptions.

Division Directors

The division directors are appointed by the Secretary with the consent of the
Governor, and the director is responsible to the Secretary for the operation and
performance of the director's division. The directors are the appointing authority
for their division and may make rules relating to the operations of their divisions
or implementation of programs within their divisions. However, the director
consults with the Secretary on issues of family, social services, or health policy.
The director is responsible for divisional budget development and presentation.

In addition to these general duties, each division director has responsibilities
designated in statute. Some of these duties are discussed below.

DDARS - The DDARS director has powers similar to the Secretary's, but only
concerning the divison. These powers include employing experts and
consultants to assist the division in carrying out its function; accepting funds
and voluntary and uncompensated services in the name of the division; utilizing
services and facilities of other state agencies without reimbursement; expending
funds, establishing rules, and implementing policies and procedures for the
division; and performing other acts necessary to carry out the functions of the
division.

The director may enter into contracts for the disbursal of money for approved
community mental retardation and other developmental disability centers.
However, the director must submit the contract to the Attorney General for
approval as to form and legality. The DDARS director has administrative control
and responsibility for the Fort Wayne State Developmental Center, Muscatatuck
State Developmental Center, and other state-owned and -operated
developmental centers and, with the approval of the Governor, may appoint
superintendents.

DFC - The DFC director must execute a bond and take and subscribe to an
oath. The director appoints state investigators or boards of review to ensure fair
hearing to applicants or recipients. The director adopts policies and rules for
DFC and is responsible for the administrative and executive duties and
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responsibilities of DFC. The director establishes salaries for officers and
employees of DFC. The director establishes the minimum standards of
assistance for old age and dependent child recipients. The director appoints
personnel to efficiently perform the division's duties and bureau heads or other
people who report directly to the director. The director prepares for the state
budget director a budget of money necessary to operate division programs, and
includes an estimate of all federal money that may be allocated to the state. 

DMHA - The DMHA director organizes the division and, subject to approval,
establishes qualifications and compensation for all deputy directors, assistant
directors, bureau heads, and superintendents. The director studies the entire
problem of mental health, mental illness, and addiction in Indiana. The director
adopts rules for standards of operations for licensed private mental health
institutions, licensing supervised group living facilities, certifying community
residential programs and community mental health centers, and for establishing
exclusive geographic primary service areas for community mental health
centers. 

In conjunction with an accredited college or university, the director institutes
programs for the instruction of students of mental health and other related
occupations. The director develops programs to educate the public and makes
the facilities of the Larue D. Carter Memorial Hospital available for student
instruction. The director establishes, supervises, and conducts community
programs for the diagnosis, treatment, and prevention of psychiatric disorders.
The director establishes, maintains, and reallocates long-term care service
settings and state-operated, long-term care inpatient beds. 

The director compiles information and statistics concerning program or service
recipients and establishes standards for each element of the continuum of care
for community mental health centers and managed care providers. The director
adopts rules concerning the records and data to be maintained concerning
individuals admitted to state institutions, community mental health centers, or
managed care providers. 

The director may enter into contracts for the disbursal of money and the
provision of services. The director, deputy directors, DMHA bureau heads, and
superintendents of state institutions may administer oaths, take depositions,
and certify official acts. 

Overview of Indiana's Organizational Structure 

The organizational structure under which FSSA operates was depicted in an
overview prepared for this evaluation by FSSA. The complete organizational
chart is available in Appendix II. Below is a brief summary of the organizational
chart with a comparison made between the chart and statute.

According to the FSSA organizational chart, the deputy secretary and the
divisional and administrative directors report directly to the Secretary of Family
and Social Services. Four of the directors oversee operational units including the
Division of Family and Children; Mental Health and Addiction; Disability, Aging,
and Rehabilitative Services; and the Office of Medicaid Policy and Planning.
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The overview of the
agency prepared by
FSSA indicates that the
Andersen Plan is the
basis of its structure, and
testimony before the
Health Finance
Commission in 2003 also
cites the Andersen Plan
as the forming
document.

These units are shown on the same line, indicating an equal amount of
responsibility or suggesting that they are parallel in authority. Under the Indiana
Code, the Office of Medicaid Policy and Planning is part of the Office of the
Secretary of Family and Social Services while divisions are related to the Office
of the Secretary through the responsibilities of the division director.

The administrative offices include a chief information officer; budget and
finance; office of general counsel; human resources; and policy, planning, and
communications. The director of audit reports to the deputy secretary. 

Under the division directors are deputy directors who are in charge of bureaus.
Regional managers also report to the DFC director. A number of the bureaus'
names correspond to the statutory names of bureaus, but some of them do not
correspond. According to FSSA, although the bureaus do not have the same
names as are given in statute, the bureaus perform the same responsibilities.

Discussion

While it is widely perceived that the Andersen Plan was the basis for the
statutory reorganization of human services agencies, this does not appear to be
the case. Instead, the statutory organizational structure seems to be a
compromise among many proposals and ideas of how the state's human
services agencies could be integrated for better service delivery. Since the
structure is a compromise, there is no document to act as a guide to answer
questions about the organizational structure. Just as any other part of the
statute would be read, the only guidelines for the structure are the words on
the page of the statute.

The importance of the Andersen Plan may have been in the implementation of
the statute. The Andersen Plan would have created a single entity with divisions
established along program lines, whereas the statute indicates that the directors
are the ultimate authority for divisional and divisional program operations, but
responsible for the performance of their division to the Secretary. Under the
operating organizational structure, the divisions appear to be more subordinate
to the Office of the Secretary, rather than the somewhat less direct controls
established in statute. Other actions taken during implementation seem to
indicate that the entity is more centralized than statute would have created
including the use of the name ‘Family and Social Services Administration'. This
name appears only three times in the Human Services title in sections added to
the Code in 1995, 1999, and 2000. None of these sections actually establish an
administration.

Also important in understanding the relationship of these entities, the enabling
statute created several offices within the Office of Secretary to perform certain
functions for the divisions. The responsibilities of the Secretary are to be carried
out through these offices. The functions of the offices in P.L. 9 of 1991 are as
follows:

1. Office of Administration - financial management and procurement
of supplies and services.
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The purpose of the Act
which repealed the
offices was to make
technical corrections. It
was not specifically
making changes to FSSA. 

2. Office of Information Technology Services - development of
systems, production support, strategic and analytical system, and
technical architecture.

3. Office of Planning, Innovation, and Federal Relation - developing
and monitoring strategic planning and innovation, and management of
the relationships with the federal government and political subdivisions.

In 1997, these offices were repealed. Although the offices were repealed, the
Secretary's responsibilities through the offices was never amended. Since these
offices were the vehicle through which the Secretary carried out responsibilities,
the question is raised whether eliminating the offices removed these centralizing
support services from the responsibilities of the Secretary. 

These differences between operations and statute suggest that either
operations or statute should be revisited to better reconcile the two. The
reconciliation would benefit the position of both the Secretary and the directors.
Based on interviews conducted for this evaluation, some secretaries find that
they must spend time discussing their role rather than an issue of concern,
because some people feel that they do not have a role in divisional programs.
Also, directors reported that their role in relation to other heads of state
departments is questioned. Organizational structures should create clear lines
of authority for effective management.
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Section 4. Evaluation of the Current Organizational
Structure

In July 1995, pursuant to a legislative directive, Legislative Services Agency
(LSA) released a report evaluating whether the goals for reorganization had
been achieved. The 1995 report surveyed both the LSA Reports and the
Andersen Plan to determine the goals of the reorganization, and found that the
goals could be broadly restated as (1) improving the administration and
management of human services and (2) improving the delivery of services. In
its report, LSA reviewed a list of achievements provided by FSSA for the report.
The achievements discussed in the LSA report were selected based on how well
the achievement represented one of the two main goals. To evaluate each of
the achievements, LSA surveyed several groups representing a sample of the
consumers and providers of human services, state employees associated with
FSSA, council members, and FSSA administrative personnel. 

For the most part, the accomplishments identified by FSSA positively reflected
on the reorganization of human services. Of the many accomplishments
reviewed, the reorganization allowed the state to receive additional
reimbursement of federal funds for Medicaid, begin implementation of the ICES
and ISETS computer systems, and develop the Step Ahead Process. However,
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The 1995 LSA report can
be found at
http://www.in.gov/legisla
tive/pdf/Fssaweb.pdf.

the surveys and additional interviews indicated that the centralization of the
agency may have gone beyond the level of efficient management to create a
slow decision-making process. This concern was tied to the fact that the
department commissioners in the previous organizational pattern reported to
the Governor, while under the reorganized model, the directors reported to the
Secretary, who in turn reported to the Governor.

This evaluation continues to seek answers about the effectiveness and efficiency
of the organizational structure of the Office of the Secretary of Family and Social
Services. In this section, several issues concerning the organizational structure
raised by statute (IC 2-5-21) and LEOPS recommendations will be explored. The
areas to be covered include:

1. Continuity of Leadership - the extent to which the organizational
structure supports the role of the secretary.

2. Management Efficiency - the extent to which the organizational
structure supports the work of the agency.

3. Interagency Communication - the effect the organizational structure
has had reducing fragmentation and duplication.

4. Fiscal Accountability - the extent to which the organizational structure
allows control of the agency’s activities.

5. Budget - an analysis of support and administrative staff and
expenditures within Family and Social Services and the way that
budgeting can be used to make FSSA better or less expensive.

Methodology

One prominent feature of the 1995 report is that most of the survey responders
were able to contrast the reorganization of human services with the previous
organizational structure. Today, such a study is not feasible, even though most
of the same groups were surveyed in this report. Instead of making
comparisons between two systems, respondents from Area Agencies on Aging,
Community Action Programs, Children’s Bureau, The Arc, community mental
health centers, Step Ahead Councils, and assorted advocacy groups reacted to
statements and questions derived from the benefits or goals for reorganization
that had been identified by the LSA Reports and the Andersen Plan. 

Over 200 surveys were sent out either by email or traditional mail. A significant
number (103) of surveys were returned. In the total population of returned
surveys, close to half were answered by Step Ahead Councils (44). Community
mental health centers (17) were the next largest subset. (Survey results can be
found in Appendix III.)

In addition to the LSA survey, interviews were conducted with former
secretaries. The focus of these interviews was to examine the degree of
continuity in leadership between tenures. From these interviews, information
about other areas of operations was received, and this has been incorporated
in the overall evaluation. 

For both the survey respondents and the former secretaries, confidentiality was
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General population of
states identified with a
consolidated
organizational structure
in 1991

State

2000
Census

(million)

North Dakota 0.6

Utah 2.2

Iowa 2.9

Oregon 3.4

Wisconsin 5.4

Washington 5.9

North Carolina 8.0

Indiana’s general
population in the 2000
Census was 6.0 million

promised. Throughout this section, opinions expressed are not attributed to a
single individual because they represent a majority of the respondents or a
theme common among the responses. 

Another source of evaluation was comparison between Indiana and other
states. Out of the seven states identified in the LSA Reports and Andersen Plan
as having a consolidated organizational structure, Washington, Wisconsin, and
North Carolina were selected based on their 2000 general population census.
For additional comparisons, states with an umbrella  organizational structure
were also chosen, including Massachusetts, Kentucky, and Virginia. California
was rejected from comparison due to the disproportional population size. During
the course of research for this evaluation, it was noted that Massachusetts
through its budget process is considering reorganizing from a cabinet
organizational structure to a consolidated agency. Kentucky’s governor
consolidated its Cabinet for Health Services with its Cabinet for Families and
Children, although this has not been approved by the Kentucky legislature and
may be in some flux at this time.

State documents reviewed include the state single audit performed in
accordance with federal Office of Management and Budget Circular Number A-
133, which requires an annual audit of the financial statements and federal
awards for nonfederal entities that expend more than $500,000 per year in
federal funds. The State Board of Accounts (SBOA) prepares this document
including an attached Schedule of Findings and Questioned Costs. The
document describes problems found with accounting practices including current
year and unresolved prior listings. The report covers all state agencies, but most
findings relate to Family and Social Services and the Department of
Transportation, the two state agencies that receive the most federal funding.
Also reviewed was a special SBOA report concerning Daybreak, Inc., and a
conversation was held with the State Examiner concerning the internal audit
process at FSSA.

The Family and Social Services Administration provided information about
contracts entered into since FY 2000, including the contract amount and the first
page of each contract. In addition, interviews were conducted with the division
directors of DMHA, DDARS, and DFC; the Budget and Finance Director; the
Chief Information Officer; the Director of Human Resources; and the Audit
Director. 

Continuity of Leadership

Since 1991, there have been nine secretaries leading Family and Social Services,
which translates to an average length of service of about one and a half years,
with the actual range between nine months and three years. Given this level of
turnover, concern has been raised that there is not enough continuity between
secretaries and, more importantly, that the organizational structure places too
heavy a burden on the secretary position, which leads to high turnover in
secretaries. 
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Continuity Issues

On average, the tenure of human services secretaries for Indiana, Washington
State, North Carolina, Wisconsin, and Virginia varies between two years or less
and four years.  In Exhibit 2, which shows the frequency of tenure for these
states, 61.0% of the secretaries remained in the position three years or less. In
Indiana, seven of the eight secretaries who have completed terms have served
three years or less.  Indiana has the shortest average length of tenure of the
states of all the states surveyed, but is on par with Virginia and Washington
State in percentage of secretaries that have served three years or less. 

Exhibit 2: Count of Secretaries’ Length of Service
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Less than 1 year 1 12.5 8 19.5

1 year or more,
less than 2 years

5 75.0 1 2 3 2 39.0

2 years or more,
less than 3 years

1 87.5 1 2 5 1 61.0

3 years or more,
less than 4 years

1 100.0 1 2 2 2 78.0

4 years or more,
less than 5 years

100.0 2 1 1 87.8

More than 5 years 100.0 2 3 100.0

Turnover at the secretary level changes the direction for the agency as each
new leader brings a different management style and set of priorities. A number
of the former secretaries interviewed discussed this drawback to the turnover
rate. According to these sources, the length of time required to set a new
course for the agency is long in comparison to overall service length. They also
noted that turnover at the top of the agency can result in feelings of uncertainty
among members of the agency staff who do not know what will be expected
from each new leader.
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Average Length of
Tenure by State:

State Years

Indiana 1.6 

Washington 1.7 

North
Carolina 4.3

Wisconsin 4.1

Virginia* 2.0

*Virginia provided
information in years, while
other states provided the
number of months. 

Most of the former secretaries interviewed for this report indicated that their
own transition into the position was not difficult. A number of secretaries
commented that their predecessors were good managers, which allowed the
incoming secretary to feel confident in the staff. A number of former secretaries
indicated that they communicated by phone several times with the previous
secretary during the transition period. Additionally, a couple of the secretaries
have remained at the agency in other capacities at the end of their term or have
remained in contact with one another on a periodic basis. Based on the
interviews, for the incoming secretary, the transition process appears to be fairly
smooth.

However, the transition between secretaries may not be as smooth for the
organization. In the organizational structure, the secretary is responsible for
setting policy and long-term planning for human services. When the secretary
changes within short periods of time, the planning horizon is also shortened. In
each interview the former secretary was asked what the most important issues
were during their tenure, and the results indicate that current issues confronting
each secretary changed with the administration. For example, one secretary
indicated working with the federal government on welfare was the primary
issue, the next was state hospital closure, the next was long-term care, and so
on. The point is that outside influences or personal interests may not allow
secretaries to focus on the same issue from one administration to the next, and
the resulting planning horizon for the organization is about one and a half years
in length.

Organizational Structure Demand

In discussing the demands of the job of Secretary of Family and Social Services,
many of the former secretaries indicated that the position requires dedicating
significant amount of time to the agency. Several described the position as a 24-
hour-a-day/seven-day-a-week job. The reasons most often discussed for leaving
the position, however, did not include the amount of time dedicated to the
position. Family considerations and self-imposed time limits in the position were
among the most common reasons that secretaries left the position. Two of the
former secretaries expressed some dissatisfaction with trying to effect change
within the organization. 

A number of people interviewed for this report compared the secretary position
with that of a chief executive officer (CEO) of a public corporation. As a result,
information about the average tenure for a CEO was sought for comparison.
Although no comparison was made to corporations of comparable size
(approximately $6 billion in annual revenues), it appears that, in general, CEOs
are serving shorter tenures than in prior years. The majority of CEOs in an
international study had worked less than three years in their current position,
and most corporations had hired a new CEO within the last five years (Leonard,
2000). On the other hand, it appears that CEOs in very large American
corporations have spent most of their career with that corporation (at least 10
years) in positions leading up to the top leadership position (Todaro, 2003). 

Arguments can be made about whether FSSA can be compared to a public
corporation of equal size and whether a public corporation is an ideal model for
a government agency. However, a couple of lessons may be learned from the
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comparison to CEO tenure. First, the trend toward shorter CEO tenure may
indicate that performance is becoming an increasingly important factor in
leadership. Second, planning horizons for most organizations are shortening
with the decrease in leadership tenure. Third, since CEOs serve in other
capacities before taking the highest position in the organization, the importance
of understanding the company operations and philosophy is underlined.

In the interviews with the former secretaries, two types of organizational
knowledge were recommended. First, knowledge of working within state
government was deemed important since the secretary is a liaison to other
agencies and a coordinator among the divisions. Second, knowledge of FSSA’s
programs and services or a field of study related to human services was seen
as desirable. In addition, the ability to press for a particular agenda with people
who may not be receptive, and working with people from diverse backgrounds
were also mentioned as among the most important characteristics for a
secretary. Other traits mentioned included creativity and a willingness to get out
into the community. 

Discussion

With an average length of service of 1.6 years for its Secretary of Family and
Social Services, Indiana does not have a long planning horizon for human
services programs. However, when compared with other states, Indiana’s
average length of service for the position does not appear to be exceptionally
short. There are examples of states where the secretaries served for much
longer periods (i.e., 9 years), but the reasons for longer tenure are not
apparent. To the extent that the two states with the lowest turnover rate have
a consolidated form of organizational structure as does Indiana, the form of
organizational structure does not appear to cause short tenure in this brief
survey.

Across industries and around the world, it appears that leadership tenure is
becoming shorter. As a result, planning horizons for organizations may become
shorter as well. Adjustments to the changes will need to be made and may
require more consistent guidance from lower management levels within the
organization or from higher levels, such as the boards of directors for firms, or
advisory councils or the legislature for governmental organizations.

Management Efficiency

Questions have been raised concerning whether FSSA is too complex an
organization to manage. Generally when this question is raised, the amount of
state resources appropriated to a single agency is discussed as one concern.
Another aspect of this size question is the ability of the administration to control
the quality of programs and services offered. 

To explore these concerns, a comparison has been made with other states that
have consolidated organizational structures. Certain questions from the LSA
survey were examined to determine how the organizational structure appears
to those associated with it. Finally, a review of divisional controls over programs
is undertaken.
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Comparison to Other States

One way to address this question is to compare Indiana with states that have
similar organizational structure and general population. Two dimensions were
reviewed for comparison: (1) the percentage of state budget appropriated to
the human services agency and the percentage of total state personnel
appropriated to the agency, and (2) the number of personnel managed. Exhibit
3 summarizes the results.

Exhibit 3: Resources in State Budgets Dedicated to Human
Services

State
Period

Reviewed
Total State

Budget
State

Personnel*
Number of
Personnel

Indiana FY 2003-05 29% 11,686

North
Carolina FY 2002-05 39% 15% 18,500

Washington FY 2001-05 34% 18% 17,800

Wisconsin FY 2003-05 26% 9% 6,176

*Some states appropriate full-time equivalents (FTEs) in the budget process, referred to here
as personnel. The percentage of personnel represents the appropriation for the division over
the total state appropriation. Indiana does not appropriate FTEs, so this space is left blank.

The percentage of budget and personnel appropriated to an agency as a portion
of the total state resources gives some idea of the importance of the agency
based on the distribution of the state’s total resources. However, there are
problems making a direct comparison among the states because the programs
within each agency may not be exactly the same, although the agencies
conduct many of the same activities. Also, since federal funding is directed
mainly to human services and transportation, the budget as a percentage of
total state resources may be somewhat higher and the budget percentage for
state funds may be lower than the importance actually placed on the programs.
The number of personnel (i.e., the number of people who must be managed)
is a measure of the complexity of the organization. Again, direct comparisons
may be somewhat misleading because the amount of work contracted versus
work performed by agency employees may vary among the states.

Despite these limitations on state-to-state comparison, certain generalities
concerning the complexity of Indiana’s organizational structure can be made.
The comparison suggests that Indiana places about the same amount of
importance on its human services as states with similar organizational structures
and population. To the extent that some states have more personnel in their
human services agencies than Indiana, it appears that FSSA is no more complex
than other states, but may contract more work than other states. The amount
of complexity created in the Indiana system by joining human services agencies
into a single agency does not appear to be unique among the states that have
a consolidated organizational structure.



32

Survey Results

Another measurement of whether FSSA is too complex to be effective was
reflected in several questions on the LSA survey. From responses to questions
about the secretary position and the organizational structure, it appears that the
majority of the people surveyed would not change the role of the secretary
position (33%), although there was split opinion on whether the current
formation of FSSA provides programs and services effectively and efficiently
(27% somewhat agree and 24% somewhat disagree). From the comments
received corresponding to these questions and others in the survey, the main
concern seems to be the communications between divisions offering programs
and services. In fact, a majority of respondents (55%) thought that programs
and services offered by FSSA would improve if the divisions were more closely
aligned, suggesting that respondents were seeking stronger interagency linkage.

One issue highlighted by responses to the LSA survey is staff turnover. Staff
turnover is cited both as a source of poor communication between the divisions
and for inconsistency in the responses to questions and problems. A review of
information provided by FSSA shows a 5.0% decrease in the number of
employees (net of those on leave) between January 1, 2001, and January 1,
2004. On average between 2001 and 2004, 10.8% of FSSA employees had
retired or terminated state employment, and 9.5% of the workforce was newly
hired. 

In December 2002, an early retirement incentive package was offered for
qualified state employees applying between November 2002 and February 2003.
The retirements from FSSA in 2003 were about four times as many as the
average for the previous two years and about 16 times greater than the number
of retirements in 2004. Inverse to retirements, the number of other terminations
decreased between 2001 and 2003. The number of other terminations
decreased significantly in 2004, going from over 1,000 a year to just under 380.
Based on the increase in retirements and decreases in other terminations, high
staff turnover at FSSA may be unrelated to management complexity, but may
rather be the result of retirement incentives. However, additional study of the
reasons for terminations and retirements may address other concerns identified
by the LSA survey respondents, including low pay and need for additional staff.

Systems of Program Control

Management responsibility that is too complex can result in the activities of the
organization operating outside the established norms. A review of the systems
used in each division to ensure control over the unit’s activities was undertaken.
Program control looks at the ways that divisions ensure quality of services and
oversee dispersed operations. (Contracting and audit will be discussed in a later
section on fiscal accountability.)

Each division has certain statutory and federal funding obligations to review
service providers or licensed entities. For DDARS and DMHA most functions are
contracted through private vendors (DMHA has only 49 state employees), and
the performance of the private vendor is reviewed on a periodic basis. DDARS
reports that in addition to its Bureau of Quality Improvement Services, the
division contracts with the Department of Health for inspections of group homes
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and nursing homes due to the efficiencies that can be gained by using
inspectors who are trained in certain types of inspection or who have certain
expertise. DMHA reports that using performance measures in contracting is a
new method of controlling service quality and improving accountability. By
having key measures for treatments and services and collecting the data from
performance, better decisions can be made to provide programs that help
people to become independent.

DFC has a different type of control responsibility with county offices. All county
DFC office staff are state employees and must follow the DFC policy manual for
county office employees. However, the county council or judges may direct the
work of DFC county office employees. The former because the counties provide
a large portion of the nonpersonnel operating costs of the local agencies, and
the latter based on state statute that allows the courts to direct the county
director or the county director’s assistants to perform the function of a
probation officer or agent of the court in welfare matters before the court. 

To oversee this function, a computer system known as the Indiana Child
Welfare Information System (ICWIS) links with all child welfare agencies in the
state, including the Indiana Client Eligibility System (ICES), the Indiana Support
Enforcement Tracking System (ISETS), courts, and police and law enforcement
agencies. ICWIS was developed by the state using about 75% federal funds.
The federal government audits this system on an annual basis. Additionally,
about a third of the county offices are audited each year according to the DFC
director. (According to an overview of the agency prepared by FSSA for this
evaluation, all offices are reviewed every two years which would indicate that
half the offices are reviewed each year.) Teams made up of county employees
from adjacent counties and central office specialists perform the county office
audits. 

Program Interactions

In order to better understand the interagency relationships that support
Indiana’s human services programs, a program inventory was created to
accompany this evaluation. One piece of the inventory, a directory of
interagency connections, was assembled by asking the FSSA staff
knowledgeable in programs to identify other agencies involved in each program
the division provides, the type of interaction that occurs, and the frequency of
the interaction (see Appendix IV).

A preliminary review of the data shows that there is a great deal of interaction
between the divisions (including OMPP as a division) and the Office of the
Secretary. As seen in Exhibit 4, the Office of the Secretary was noted especially
for providing administrative support to the division programs. Administrative
support is described as another agency providing payroll, accounting, or other
support for the program. Also, among the most frequent interactions noted
between the Office of the Secretary and the divisions are data sharing, or
information derived from the program being shared with another agency, and
technical support, where assessment, program knowledge base, clinical
expertise, or specialized expertise are provided by another agency. 
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Exhibit 4. Interactions between the Office of the Secretary and
Divisions by Type of Interaction

Type of Interaction DFC DDARS DMHA OMPP Total

Collocated 11 13 1 6 31

Program Design 4 13 0 13 30

Implementation 4 12 0 9 25

Data Sharing 10 13 3 24 50

Share Federal
Funding 2 11 0 9 22

Technical Support 6 18 4 23 51

Administrative
Support 11 23 16 18 68

No Interaction 3 8 2 0 13

No. of Programs
Reported 23 35 24 21 103

The minority of programs identified no interaction with the Office of the
Secretary. Grouped by division, most programs have multiple interactions with
the Office of the Secretary. However, for the majority of DMHA programs, a
single interaction with the Office of the Secretary for administrative support
prevails. Whether these differences are based on reporting differences among
the staff who completed the worksheets or program differences can only be
known through an extensive interviewing process that has yet to be completed.

In contrast to interactions with the Office of the Secretary, more programs
identified no interactions with the other divisions of FSSA, but these
noninteracting programs were still in the minority. When programs are reviewed
by division, DFC and DMHA programs identify the fewest interactions per
program with other divisions. For DFC, the most common interaction is data
sharing; and for DMHA, program design, or another agency assisting in the
planning and design of the program, is most common. 

OMPP has the most interactions with other divisions per program, and while
these interactions are fairly evenly spread among the types of interactions
identified, the majority have to do with data sharing. The amount of interaction
that OMPP has with the divisions is not surprising based on the types of
programs offered by OMPP and statutory requirements for memoranda of
understanding between OMPP and the divisions. The majority of interactions per
program occur between OMPP and DFC. This is followed by DMHA and then by
DDARS. 

While these results are a first look at this information and more refinements are
needed to identify the exact nature of these interactions, the results have
important implications for the management complexity of FSSA. Understanding
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these interactions is important to the way in which the divisions and the Office
of Secretary are formed in statute and through other types of agreements, such
as memoranda of understanding. There are no conclusions to be reached from
these first results, but further discussion with the people who provided the
information will result in a picture of the collaboration that takes place among
the divisions.

Discussion

Due to the complex nature of the problems being addressed by human services,
a number of agencies - state, local, and nongovernmental - must interact to
provide comprehensive programs and services. To the extent that agencies
have to interconnect to provide programs and services, one problem is finding
a way to link program resources without creating too much management
complexity. Linkages are made ranging from formal, legal structures to informal,
limited agreements. Some examples include: 

1. Statutory changes that create organizational units to bring the partners
together in a formal structure.

2. Memorandums of understanding that provide legal obligations to the
participants, but may be shorter in duration than a statute change.

3. Informal arrangements that do not have long-term durability or formal
structure.

It appears that no matter how linkages are made currently, new programs,
sources of funding, or practice changes may require the connections to be
reconstructed in the future. For example, DMHA is now linking with the Criminal
Justice Institute on prevention and education programs, and DDARS interacts
with the Department of Education to plan for the transfer of students
graduating from DOE programs. 

The human services reorganization did not combine all of the agencies that are
involved in the provision of human services programs and services. For the most
part, agencies other than those incorporated through the reorganization are
connected through more informal arrangements. On the one hand, more
informal arrangements can expedite interagency relations and allow for creative
solutions as problems arise. On the other hand, the more informal the
relationship, the more the relationship relies on leaders from each agency. 

By studying the interactions provided by the program inventory, the ways in
which agencies need to be linked to support programs can be determined. Once
these connections are recognized, the degree to which formal relationships or
informal relationships are needed can be analyzed and integrated into the
infrastructure that underlies these programs.

Interagency Communication

Interagency communication is a key factor in reducing fragmentation and
duplication among the various programs provided by the divisions. One of the
ways that interagency communication is expressed is through service
integration, or the seemingly smooth service continuum for clients of the human
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services. Service integration was one of the goals discussed during the
reorganization in 1991, and most of the literature concerned with program
improvement recommends improving service integration. But this same body of
literature provides evidence that achieving service integration is elusive for
many organizations because of barriers that may be external to the organization
or because of barriers to communication erected within the organization.

In earlier studies, service integration is characterized as a single entry point and
collocation of services. More recently, joint case planning, comprehensive family
assessment, and a sense of partnership are added to the list of characteristics
of service integration (Hutson, 2004). These more recent additions require
coordination among the various state and local resources and require good
channels of communication to foster an environment where agency staff is
willing to work together. 

A Review Based on Literature

In order to define where Indiana’s human services programs are located along
a continuum of service integration, the characteristics of service integration are
compared to the agency performance. 

Comprehensive Family Assessment and Joint Case Planning

Support for case management for an individual was among the aims of the 1991
reorganization. To provide for case management, additional authority was given
to county DFC office heads, and caseworker duties were reassigned to provide
more focus on the (individual) client. At the time that human services were
reorganized, the concept of planning for the total family need was not present
in the literature. Rather, this facet of service integration appears to have grown
as the result of concepts embodied in the welfare reforms of the mid-1990s. 

Both comprehensive family assessment and joint case planning place the family
at the center of human services. In comprehensive family assessment, an
appropriate service plan is designed by screening all family members with the
goal of identifying problems early and connecting with services quickly. Then,
a primary family caseworker and an interdisciplinary team prepare joint plans
for the family. By coordinating services among family members, services will not
conflict as family problems are addressed. 

DMHA has been working on a program that will address both comprehensive
family assessment and joint case planning. The program, called “systems of
care teams”, has been funded in 11 counties to provide comprehensive family
assessment. The systems of care approach places children and families in the
center and surrounds them with resources to form a treatment plan. In contrast
to traditional case management, this approach considers all of the needs by
having a specialist in each area assess the clients. The Indiana program has
been recognized by a Presidential commission studying mental health practices
and will be featured in several seminars this year.
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Single Point of Entry and Collocation

A single point of entry suggests that a person applying for services would only
have to make one contact with any human services agency in the system to
qualify for a range of services. In the LSA Reports and the Andersen Plan, one
of the reasons for restructuring human services programs into a more unified
unit was to facilitate a single point of entry to the Indiana human services
system. Like the single point of entry, collocation implies that services will be
accessible in a single location. In the literature, examples are cited of
nongovernmental agencies collocating with governmental agencies for a one-
stop approach.

To the extent that a number of programs can be reached from contact with the
DFC county offices, FSSA seems to working toward a single-point-of-entry
approach. For example, Temporary Assistance for Needy Families, Food Stamps,
Medicaid, IMPACT, Residential Care Assistance Program, Adoption Services,
Nonrecurring Adoption Expenses Program, Child Development, CHIP and
Hoosier Healthwise, Child Protective Services, Foster Care, and the Chafee
Foster Care Independence Program can all be accessed through contact with
DFC county offices. However, there is an equally long list of programs that must
be reached through separate agencies or divisions. Some examples include
mental health services which are accessed through managed care providers,
developmental disability services accessed through local Bureaus of
Developmental Disabilities Services Offices, and Community and Home Options
to Institutional Care for the Elderly and Disabled (CHOICE) program accessed
through Area Agencies on Aging. 

FSSA set a goal for 18 collocated service offices in FY 1998 and 25 in FY 1999,
but additional information for this operating measure was not available. In
interviews with the division directors, issues concerning collocation were
discussed. Some services and local area offices are collocated, or, in some
cases, services are located near one another. However, since the literature
generally focuses on only one dimension of the range of services overseen by
FSSA, such as welfare or mental health or disability, the advantages to co-
location may be overstated. First, the populations being served by the FSSA
divisions are to some extent diverse and, in some ways, may not want to or
benefit from being associated with one another. Second, the number of services
provided by contracted providers was identified as a barrier to collocation
because these providers, in many cases, already have their own facilities and
cannot easily move. Third, particularly in rural areas, co-location may not be
ideal, since transportation issues may be harder to overcome. In this case,
locating services near the users of services may be preferred over collocating
programs.

Sense of Partnership

Developing a sense of partnership results from cross-training to foster a broad-
based knowledge of available services. With a broader view of the available
services, staff have fewer protectionist feelings toward programs within their
area, which should reduce fragmentation of programs.
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Washington State created a program called “No Wrong Doors” to coordinate
services for children and families accessing more than one service from their
Department of Social and Health Services. One key ingredient to creating the
“No Wrong Doors” approach to service intake is cross-training. (State of
Washington) Cross-training was also recognized in the 1991 reorganization as
an important key to achieving service integration with the responsibility for
cross-training established in the Office of the Secretary.

FSSA prepared some examples of cross-training programs that are conducted
by FSSA or regularly offered to employees. According to FSSA the examples
provided are not exhaustive of the cross-training that is available. Examples of
cross-training between agencies that support the intake process were provided
by FSSA. These programs include: 

• Staff from DDARS spent some time with DMHA staff regarding the
Room and Board Assistance (RBA) program discussing how the
program impacts persons with mental illness.

• DFC caseworkers are trained in mental health assessment techniques.
In this program, when a caseworker has to remove a child from a
home, the child can be assessed to determine if mental health services
might be appropriate. A child found to need mental health services
would be directed to the mental health programs for further evaluation
and placement.

• Staff from DMHA Children's Services work closely with the Division of
Families and Children Step Ahead program and the Inter-agency
Coordinating Council for Infants and Toddlers to ensure that staff of
those programs are regularly updated regarding DMHA activities.  Staff
also contributes to a monthly column in the Head Start newsletter.

Other examples were provided that involve cross-training with external agencies
including:

• The Governor's Commission on Home- and Community-Based Services
and the Mental Health, Addiction, and Criminal Justice Consortium
provide opportunities for persons representing various segments of the
system to learn about areas outside their regular work environment.

• The Systems of Care Technical Assistance Center (funded by DMHA)
provides ongoing training to Division of Families and Children offices,
the Department of Education, the juvenile courts, and other non-FSSA
entities regarding Systems of Care strategies, philosophies, etc.

Although the listing of cross-training opportunities provided by FSSA is not
exhaustive, the opportunities to learn about other programs and break down
communication barriers between programs do not appear to be abundant. It
also appears that programs are arranged among the divisions rather than
planned by the Office of the Secretary. 
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Communication Evaluation

In order to get a sense of how well FSSA communicates with outside entities,
several questions on the LSA survey were addressed to responses from the
state agency. The results indicate that most respondents found information and
answers about programs and services accessible. For example, 69% of the
respondents agreed or somewhat agreed that there is sufficient access to
information about programs and services, 81% agreed or somewhat agreed
that information provided by FSSA was useful in daily work, and 55% agreed
or somewhat agreed that problems with programs and services get resolved.
However, elsewhere in the survey, respondents indicated that communication
between divisions was lacking or that greater collaboration between divisions
was needed to improve programs or access to programs.

One LSA survey question concerning dually diagnosed and multi-problem clients
sheds more light on interagency communications at FSSA. The majority of
respondents found that multi-problem or dually diagnosed clients do not receive
programs and services to address most of their needs (53%). Of the
respondents who said that these clients do not receive programs and services
to address most of the their needs, a majority agreed that access would be
improved if the divisions of FSSA had better interagency communications
(54%). The comments suggest that, in particular, strengthening links between
DMHA and DDARS to serve dually diagnosed clients would improve the provision
of services. However, some respondents (and others interviewed for this report)
point out that some of the difficulties in serving dually diagnosed are beyond the
control of FSSA.

According to the literature, there are four types of barriers to service integration
including legal issues, information systems, performance indicators, and
managerial and administrative issues (Hutson, 2004). The first two barriers are
tied to the federal sourcing of funds for human services programs. For example,
the federal government pays for a large portion of the cost of developing
computer systems associated with human services programs. But the computer
systems must meet the federal requirements or the agency will face the
consequence that not only will the computer development funding be lost, but
the federal funding for the underlying program may be cut as a result of not
having the computer program. Also, when asked about computer systems at
FSSA, LSA survey respondents indicated that transferring records between
regions or agencies may violate client confidentiality rules primarily set at the
federal level. The confidentiality issue is even greater when considering mental
health or disability records which are part of a patient record and subject to the
recently enacted HIPAA regulations. 

While these legal and information system barriers may hinder communications
among the divisions, the source of these barriers is beyond the organizational
structure of family and social services, but addressing these external barriers is
within the liaison responsibilities of the Secretary. 

Although some communication barriers are beyond the state organizational
structure, a barrier to communication discussed in the comments of another LSA
survey question is affected by the state organizational structure. Comments
associated with a survey question concerning contacting more than one division
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for answers to questions for programs administered by more than one division
indicate that one communication problem within FSSA is “buck passing”. 

One reason that staff at FSSA may appear to pass questions or problems to
others is the staff turnover rate discussed above. However, other control issues
may limit the scope of questions that can be answered at a particular level of
staff or may restrict answering questions to certain layers within the
organization. These internal management issues, the deployment of staff and
the training provided at each level, need to be addressed by the FSSA
management. 

Discussion

As noted above, most respondents to the LSA survey felt that programs and
services offered by FSSA would improve if the divisions were more closely
aligned (55%). The comments speak to a perceived lack of communication
between the divisions, however. The thrust of these comments is that
communication between the divisions is lacking or needs improvement. The
perception that there is poor communication among the divisions raises
questions about the barriers that still exist to interagency communication.

To the extent that communication barriers are the result of federal rules and
regulations, or for that matter, the result of policies within state statute, statute
provides that the Secretary is liaison to other units of government. In this
capacity, the Secretary should work to identify and break down barriers that
inhibit the best possible service delivery for clients of state human services.
Equally, within the present responsibilities of Office of the Secretary of Family
and Social Services, the Secretary has the ability to address interagency
communication issues through cross-training and by coordination of activities
among the divisions. 

Fiscal Accountability

Since fiscal accountability is one of the most important aspects of controlling a
large agency, the controls for fiscal responsibilities are reviewed. Contracting is
one of the largest expenditures of FSSA, but not all contracts are the same. In
some cases, FSSA is purchasing services such as computer technology or
program management. In other cases, the contract is for services to be
provided to a third party, such as counseling or assessment or the medical
services of Medicaid provided to a third party consumer. Finally, some contracts
are the result of statutory requirements to use other entities for certain services.
For example, by statute county attorneys are contracted to provide child
protection services. The contract process at FSSA has been the subject of recent
allegations including use of false contract numbers for improper payments and
improper billing by vendors.

These issues of improper costs are also examined through review of the FSSA
audit system. The audit function at FSSA is responsible for post-performance
review of contracts and programs. While the audit unit has uncovered some of
the problems discussed above, the unit is undergoing transformation and may
need additional resources. 
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Contracting

According to FSSA, most contracts are prepared using standard language known
as boilerplate language. Each contract is initiated by a requestor within the
program that the contract services. If boilerplate language cannot be used, the
FSSA legal department will become involved in writing the specific clauses
needed. The finance division pays contracts, the audit department reviews the
contract expenditures in terms of programs, and the budget division is involved
to the extent that the contract must be contained within the appropriations to
FSSA. FSSA had at one time used a computer system called Legacy to track
contracts, but this system was not Y2K compliant and the system was not
capable of processing all the payments. As a result FSSA upgraded to a new
Contract Management System (CMS) to pay all claims against contracts.

In response to recent allegations that a program manager arranged payments
to vendors who were not yet awarded contracts, two changes to the payment
system were made. All contracts are now recorded and paid through the CMS
system, and all claims require two signatures from the program level. 

For calendar years 2000 and 2001, FSSA initiated contracts with a total value
of $563.3 million and $381.3 million, respectively. In some cases the contract
may last more than one year, so that the total amount of active contracts each
year is not captured in these amounts. A review of contracts found that most
contracts (62%) are let for a one-year period. When contracts are reviewed
based on the dollar value of contract, there is more variation in the  average
length of contracts. Considering the contract value, the percentage of contracts
being let for one year drops to 23%.

The average contract value for calendar years 2000 and 2001 is $5.5 million
with a wide range of values between $0 and $183 million. When contracts are
sorted by program, during calendar years 2000 and 2001, the larger contracted
amounts are for Medicaid Administration, Child Care Development Fund Child
Care, Healthy Families Indiana, and for incentives to move nursing home
residents to community care. Detailed contract information provided by FSSA
can be found in Appendix V.

A number of the contracts entered into by FSSA are $0 contracts. In most cases,
these contracts provide a set price that will be paid for services from a vendor,
but do not limit the amount of services that will be purchased. When there is a
limit to the contract, the maximum amount is reflected in the contract value. A
$0 contract has no maximum amount. For example, a $0 contract may be used
with a vendor providing substance abuse assessment. The price for each
evaluation is set, but the vendor may see any number of clients.

Referring to the comparison among states in Exhibit 3, states may replace state
employee positions with contracts for services. There are certain advantages to
using employees or contracting depending on the services involved and the size
of the project. For example, when computer technology workers were in high
demand, contracting for services became more attractive because the retention
rate for these employees was low, increasing costs for recruitment and training.
As the market for computer technology workers has slowed, FSSA is converting
contracted services to employee positions. This shift in resources indicates the
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costs of employing and maintaining employees has become attractive in relation
to contracting.

The complexity of managing employees versus contracts can also be contrasted.
To the extent that an organization does not have to recruit and maintain staff
(i.e., benefits costs), contracting may be an attractive alternative. In hard-to-fill
positions or areas, contracting may offer better coverage. However, contract
surveillance can be costly. The surveillance needs to be well designed to reduce
management time dedicated to the project. Additionally, planning is important
to ensure that quality is maintained and to secure assets. 

Audit

According to the Government Accounting Office, internal control is a major
component of organizational management. Not only is internal control used to
safeguard the assets of the organization, but internal control reviews can
benefit performance measurement. The five standards for internal control
promoted by the Government Accounting Office include:

• Control Environment - an environment with a positive attitude toward
internal control.

• Risk Assessment - assessment should consider risk factors inside and
outside of the organization.

• Control Activities - control activities should be effective and efficient
in carrying out the organization’s goals.

• Information and Communications - information should be written and
provided in a timely manner.

• Monitoring - review should assess the quality of performance. (GAO,
1999)

Within an organization, the internal audit unit provides an objective review of
the performance and controls. Generally, the information from an internal audit
is used for performance improvement, but may become the basis of an
investigation or report. While some types of internal control may take place in
real time, internal audit generally occurs after activities have taken place. Also,
to safeguard the independence of the audit unit, the internal audit director in
a publicly held corporation will usually report to the board of directors and not
the president or other officer of the corporation.

The internal audit function within FSSA is a postperformance review of the
programs within the agency. After concerns raised in SBOA audits, the internal
audit director reports to the deputy secretary. The internal audit director,
however, is not included at the policy level of organization. Until September
2003, there were two sections to the audit division: (1) Internal Audit, which
considered compliance with federal programs, program performance, and
control and (2) Compliance, which reviewed grantees for proper billing and
assuring that proper services were delivered. The Internal Audit unit had six
employees and one supervisor, and the Compliance unit had nine auditors and
one supervisor.
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The results of this major
review will not be
available in time for this
report. The FSSA Audit
Director will discuss the
results with the
evaluation committee
reviewing this report, if
requested. 

In September 2003, all 15 employees and 2 supervisors were merged into a
single unit for the purpose of preparing an account number overview of the
agency. The group has been working to identify cash, eligibility, claims,
personnel, and contract procedures as well as the control environment for each
major area of the agency. This risk assessment will be completed by June 30,
2004, and should form a basis for further audit and detailed review.
Additionally, the unit has joined forces with the Department of Revenue through
a memorandum of understanding to use technology that will look for anomalies
in claims payments for further investigation. 

It appears that the changes made in internal audit services resulted from SBOA
audits of FSSA (SBOA, February 28, 2003). In its audits, SBOA found that the
internal audit group did not have clear authority and that audit services were
not utilized consistently across division lines. SBOA indicates, in fact, that the
primary purpose of audit services appeared to be monitoring DFC county offices
and contract compliance. Further, SBOA found that the audit services section
was not utilized consistently in decision-making processes such as contract
needs, subrecipient requirements, and subrecipient monitoring. 

A review of the staffing tables indicates that although there are 15 positions
within the unit, staffing has been below this level with 5 positions frozen. The
entry-level pay for new auditors is about $26,000, while the market rate for
entry-level accountants is approximately $43,000 according to the Audit
Director. The unit has been evolving over the last six years to provide more
effective services, moving from the introduction of computers to the current
account-level evaluation. Turnover within the unit may be related to the
restructuring that has taken place or the lower-than-average wages.

Audits conducted by the unit may be released separately, or the SBOA may be
advised of the issues and choose to investigate. Each year the SBOA conducts
an audit of the agency as part of the statewide single audit, but usually pursues
issues separate from the reports issued by the audit unit. In some cases, the
SBOA may not choose to proceed on an issue raised by the audit unit because
the problem has been resolved as a result of the internal findings.

Other Controls

In addition to the agency-wide audit unit, there are other types of controls used
or being developed. Within the divisions, there is a fiscal position to review
expenditures in light of appropriations and to provide fiscal knowledge. Also, a
new (or recently reestablished) control is the use of the teams assembled by the
Director of Finance and Budget at the account level to provide wrap-around
services for each program. The team consists of persons from the finance,
communication, and legal departments, and from the program itself to oversee
problem areas. Ongoing quality assurance programs are used to review
programs and assess client and partner satisfaction with FSSA performance.
Monitors who provide real-time oversight are used by DFC to review the Child
Care Development Fund.

However, according to a SBOA audit report of FSSA (SBOA, February 28, 2003),
FSSA as a whole lacked definition of what subjects and types of programs
should be monitored and does not have requirements that go further than
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In 2000 and 2001, there
was one finding a year
for the Indiana
Department of
Transportation, and in
2003, there were no
findings for the
Department of Workforce
Development.

minimum federal requirements. Further, the SBOA noted that subrecipient
monitoring is disorganized and at times nonexistent resulting in an inability to
perform a comprehensive risk assessment for subrecipient monitoring. The
response to this finding is the account number review discussed above.
According to this response, the first phase of the review will assess control risk
and evaluate the control environment, and the second phase will prioritize the
subrecipient audit based on the risk assessment of the first phase. 

Findings from the State Board of Accounts

In addition to a separate audit of FSSA, and as required by the federal Office
of Management and Budget (OMB), SBOA conducts an independent audit of the
state of Indiana as a single unit. In accordance with the OMB guidelines, known
as Circular A-133, annual audits are conducted of organizations that receive
more than $500,000 in federal funds. The audits review financial statements for
fair presentation of the financial condition of the entity and test internal controls
based on risk analysis.

The 2000, 2001, 2002, and 2003 Circular A-133 audits for the State of Indiana
were reviewed for this evaluation. In almost every year, FSSA, the Department
of Workforce Development, and the Indiana Department of Education had
findings, but FSSA had the most findings of all state agencies. (Note: This
review is related to receipt of federal funds, so certain agencies that do not
receive federal funds would be excluded and agencies that receive a higher
share of federal funds would have higher risk.) 

The types of findings for FSSA range from the lack of written procedures to
insufficient or no review of audits submitted by vendors to cases of fraud.
Findings about the Medicaid or Medicaid/CHIPS program represent about 40%
of the findings, on average over the three years. Most of the problems identified
concern insufficient audits and edits within the claims payment system to
identify duplicate billing, excessive payments, or invalid billing. Some reconciling
errors have been noted as well. Three cases of fraud or illegal activity are
discussed in the Circular A-133 audits with two of these cases first being
identified by FSSA internal audit. 

In the 2003 Circular A-133 audit, several findings concern monitoring of
contracted service providers. The audit found that FSSA lacked adequate
procedures to monitor contracted work concerning the Division of Family and
Children Cost Allocation Plan, that FSSA did not monitor the audit risk
determination or audit schedule of the firm contracted for long-term care facility
audits, and that FSSA did not monitor its contractor to verify that all cost reports
are received and all cost reports are reviewed for the State Children’s Health
Insurance Program and Medical Assistance Program. Also, in 2003, a high
percentage of the findings concern the Child Care Development Fund. These
findings range from adequacy of documentation to exceptions being made for
unlicensed child care facilities.  

In the annual audit, the agency responds to the findings and may provide a
corrective action plan or in some cases dispute the finding. If the finding
continues to be a problem, the SBOA will report again on the finding in the next
annual audit. In 2002, there were 17 prior findings continued. These findings
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mostly concern programs in DFC or OMPP, but the other divisions are included
as well. In most cases, there is ongoing work to improve the conditions and, in
some cases, the improvement process will not be completed until after the
period covered by the audit. 

An Example of Internal Audit in Action

One example of how the internal audit process works at FSSA concerns the
Child Care Development Fund (CCDF). (SBOA, Special Report) In this case, the
internal audit unit of FSSA found problems with the administrative
reimbursement billed by and the claims processing of the state’s largest child
care intake and payment vendor. The internal audit department began its
review of the CCDF contract in the fall of 1999 for the period May 1, 1997, to
September 30, 1998. The final report from the FSSA internal audit unit was
issued on March 9, 2001. 

State Board of Accounts began its own audit and prepared a special audit report
released in the fall of 2001 and included findings in the single state audit for
2001. As a result of the SBOA audit, DFC, the responsible division, has made
many changes in the CCDF program including developing a centralized
reimbursement office and established monitors for real-time review of the
program. In addition to correcting the weakness uncovered, the centralized
reimbursement office allows for a new swipe-card system to collect attendance
information and provide payment.

In the status report on the prior finding in the 2003 audit, it appears that FSSA
submitted revised financial reports for FY 1997 to FY 2000 to the federal
government and requested issuance of a negative grant. In addition, FSSA
submitted a warrant for disallowed costs related to the FY 1997 time period.
According to the audit document, FSSA is still pursuing legal action against
Daybreak. With these actions, FSSA believes that the finding is closed.

Discussion

A majority of respondents (52%) to the LSA survey did not find that FSSA has
a sufficient system or method to report minor problems such as duplication or
inefficiency, and several respondents commented that they felt this type of
report would not receive much attention from FSSA. When the question was
addressed to reporting serious problems or illegal activity such as theft,
skimming, or bribery, the response was divided between those who felt there
was a sufficient system and those who did not, and a number of respondents
(26%) left the question blank. 

According to the Association of Certified Fraud Examiners, fraudulent schemes
tend to last 18 months before being detected and most fraud is detected by a
tip. The report found that organizations with fraud hotlines cut losses by about
50% per scheme and that internal audit can reduce fraud by 35% (Association
of Fraud Examiners, 2002). Based on this information, assuming that fraud
reduction is a goal, strengthening internal audit with adequate resources for the
internal audit division and the development of tip systems with widespread
advertisement could reduce fraud and improve efficiency at FSSA.
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However, the level of fraud detection must be contrasted with the cost of
detection services. The FSSA annual appropriation is about $6 billion. In the
incident involving CCDF, the amount of money involved was about $6 million,
or about 0.1% of the agency budget. In the case involving contracting in
Workforce Development, the amount involved was reported as $150,000, or
about 0.003% of the FSSA budget. Detection costs can exceed amounts
recovered, and resources expended on detection may reduce funds available for
human services programs. A balance must be established, and the Legislature
could be instrumental in determining the level of acceptable risk. 

Budget 

As the largest of the state agencies, an analysis of the FSSA budget is important
to understanding how programs are funded and how the divisions compare.
Additionally, budgeting can be used as a tool to identify ways to improve
performance by funding programs that are proven to work and can identify
ways that the agency can more efficiently utilize resources.

Budget Overview

Based on revenues from all funding sources in the FSSA FY 2004-05 biennial
appropriations, 63.9% of funding comes from the federal government and 0.3%
comes from local units. This leaves about 34.4% paid from state General Fund
or dedicated fund sources. The federal government pays for 58.7% of all FSSA
administrative expenses and 68.1% of program and service costs. All FSSA
administration receives 41.3% of its funding from state General Fund or
dedicated funds. 

The programs and services receiving the highest percentage of funding from the
federal government include Family Support Services (TANF), Family
Developmental Services, Family Preservation/Adoption, and DMHA Prevention
Services.

State institutions also received a split of state and federal funding with the
federal portion coming through the Mental Health Fund, a dedicated state
funding source. The split between state and federal funding for institutions is
different for institutions operated by DDARS and those operated by DMHA. For
the DDARS-operated facilities, the funding source split is 55.3% state and
44.7% federal, while the split for DMHA-operated facilities is 86.4% state and
13.6% federal. 

Between FY 2000 and FY 2003, expenditures for FSSA increased 24.9%.
Administrative expenditures overall increased 26.9% with the largest increases
in DMHA and DDARS administrative costs. Total operation expenditures
increased 24.7%, with programs and services increasing 25.7% and state-
operated facilities increasing 7.3%. 

From July 2001 to July 2003, the number of positions decreased by 7.4%. The
decrease came from state-operated facilities (-13.7%) and from Division of
Families and Children county offices (-4.1%). In the same time period, positions
in the FSSA central office including the divisions, increased by 3.2%. 



47

Performance-based
management is also
known as managing for
results and performance-
based decision-making.

A Way Budgeting Can Make FSSA Better or Less Expensive

In recent years, performance-based measurement has become a tool which
states have used to improve the quality and efficiency of the services they
provided. According to a National Conference of State Legislatures report, 33
states have enacted statutes that “govern for results” which include, among
other measures, establishing performance standards and measuring
performance within the budgeting process (Liner, et al., 2001). 

Performance-based budgeting has at least three advantages including the
addition of strategic planning to policymaking and administration, performance
becoming an element of the budget process, and introducing goal definition and
performance targeting to agency administration (Liner, et al., 2001).

Performance-based measurement assists states in identifying program areas
where services may be lacking or where services may be unnecessary, resulting
in better service quality while limiting service expenditures. In order for
performance measurements to be successful, an environment that is open to
change based on the results-oriented allocation of services must be nurtured.

Another factor in developing a performance-based measurement system is
technology. Technology allows states to analyze the types of services, the
populations being reached by the services, and the effect of services on the
population. When this information becomes available, state employees are more
likely to discuss outcomes including what is expected, what actually happened,
and what changes, if any, should be made to improve the services. The
dialogue is a way to create channels of communication within an organization.

Performance Measures at FSSA

In response to a request from the Governor, in 1997, FSSA developed a
performance plan including agency performance standards and methods for
measuring performance against the standards. The standards are priorities for
directing resources and support systems within the agency to improve the
provision of services. Since the standards are used to direct resources, the
standards have become part of the budget process and are incorporated in the
agency’s biennial budget presentation. 

The following standards, or priorities as they are referred to at FSSA, were
established for the FY2004-05 biennium:

1. Community- and Home-Based Services
A. Increase the community- and home-based services for troubled
children by 550.
B. Continue to increase community- and home-based service capacity
for people with developmental disabilities and people with severe
mental illness.
C. Increase community- and home-based service capacity for the
elderly by 1,000.
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2. Prevention
A. Conduct screenings for 90% of Hoosier births, offering services to
100% of at-risk families, with 99% of participants with no substantiated
abuse or neglect annually.
B. Offer First Step services to 100% of eligible children, with 95% of
children leaving First Steps with verified increased functional abilities.
C. Increase earnings and savings of TANF recipients by 15%.
D. FSSA will meet or exceed the national average for people with
disabilities competitively employed and increase the number of
individuals with severe mental illness and/or addictions placed in
supported employment.
E. Help 15,000 Hoosiers acquire new long-term care insurance policies.

3. Healthy and Safe
A. Increase the number of children on Hoosier Healthwise receiving well
visits. Standards are 5 visits from birth to 15 months; 2 annual visits
between ages 2-5; and 1 annual visit between ages 6-10.
B. In four critical diseases, achieve specific clinically measurable
improvements annually for Medicaid population: Asthma, Congestive
Heart Failure, Diabetes, and HIV/AIDS.
C. Increase the number of seniors receiving prescription drug benefits
under Hoosier Rx to 30,000.

4. Accountability
A. FSSA will publish, implement, and operate with measurable
standards to assess quality of services provided.
B. FSSA will be rated in top five nationally for efficient use of
information technology in social services agency.

The priorities emphasize the provision of service and improving service
availability. The category of community- and home-based services has been
included in the measures since 1997, suggesting that shifting services from
institutional care to community- and home-based care has been the top
objective for FSSA. When these priorities are compared with the changes in
FSSA expenditures, the movement of money and personnel from institutions to
services shows the connection between this type of planning and the
deployment of the budget.

Also, the priorities are not addressed to a particular division. For each priority,
goals are established for each of three population groups - kids, adults and
families, and seniors. In this way, service integration begins with the budgeting
process. In fact, FSSA proposed consolidating appropriation accounts into single
line items consistent with the priority service areas. The consolidation would
direct resources to service areas and away from divisions. 

Discussion

Most of the proposed consolidations have not been undertaken by the
Legislature. However, in the FY 2000 appropriation, certain accounts for aging
services were consolidated into a single line item called Aging and Disability
Services. Even though FSSA has not been able to consolidate line items, efforts
to integrate services through performance-based measurements through
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management channels are not restricted. 

On the other hand, there are several limitations to performance-based
measurement that need to be considered for the process to improve
effectiveness and cost within FSSA. 

1. The priorities, as they are currently stated, consider service
performance and not business performance. The greatest opportunity
to generate potential cost savings and improve program surveillance
resides in the support services or the business performance of FSSA. 

2. Since many programs are federally funded or federally mandated,
the priorities that are established may not truly reflect the state needs,
but may instead reflect the ways that services need to change to stay
in tune with federal program sources. To assure that priorities
represent state needs, many groups need to be consulted and an
underlying strategic plan needs to have wide consensus on the
approach the agency will take.

3. FSSA may not be able to measure performance in areas that are
important to its overall performance. As a result, priorities may only be
established for areas of easily measured performance, which in turn
push priorities away from more important goals. To remedy this deficit
in measurement, FSSA may have to invest in technology and commit
resources to develop systems beyond those required by federal
programs.  

Section 5. Conclusion

A look across states indicates that many states are reconsidering the current
model of their organizational structure for human services agencies. Most are
weighing the same considerations that went into Indiana’s decision to
reorganize human services in 1991. The issues being considered include
collaboration among human services agencies, service integration to reduce
fragmentation and duplication, and lines of communication. 

The current organizational structure appears to be highly centralized. Whether
the organizational structure is positive or negative can only be determined
through evaluation of the overall organization. However, a review of other
states’ activities indicates that many separate agencies serving the same
populations may not allow for collaboration among the agencies. 

Several issues were examined to evaluate the function of the FSSA
organizational structure including the following: (1) continuity of leadership; (2)
management complexity; (3) interagency communication; (4) fiscal
accountability; and (5) budget. In general, the performance of FSSA’s
organizational structure appears to operate in a manner similar to other states
with centralized systems and within the range of activity of other programs
outlined in the literature. However, this is not to say that operations could not
be made better. In particular, problems in interagency communication were
uncovered through a survey undertaken for this evaluation, and problems with
accountability are examined. 
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Current ideas concerning performance-based measurement are explored as a
way for FSSA to make the agency better and/or cost less. From the biennial
budget presentation, information concerning FSSA’s program of key priorities
was examined and ways in which these performance-based measures could be
improved were explored.
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 PEAK PERFORMANCE PROJECT 
Health and Human Services Cabinet 

Children and Families 
 
The Need: 
Currently, children’s services are spread through 12 different state agencies. While this 
structure was created with the best of intentions, it is not efficiently meeting the needs of 
Indiana’s children and families. Instead, children and families often must work with 
several case managers in the different program areas of state government. This results in 
services that are not coordinated, are often confusing for families and gaps in services are 
not always identified. 
 
Because the needs of our children and their families have been the target of much 
collaborative planning, there is a tremendous opportunity for better and more efficient 
service. As well, from a data and information standpoint, technology development in 
recent years gives us the opportunity to integrate previously separate systems into 
coordinated programs for families. This collaboration of systems and programs will 
enable the state to provide a more comprehensive approach to the services that are 
important to our children and their families. 
 
The Change: 
The state’s programs that serve children will be coordinated under one agency - Children 
and Families – and they will work with one care coordinator, rather than several. This 
move will maximize efficiency and most importantly provide better quality and 
timeliness of services for the children and families of Indiana. The result: 
 

• Families will receive comprehensive services earlier and faster; 
• Programs will share expenses of serving a particular family; 
• By focusing on prevention and early identification, more costly services are 

reduced; 
• Interventions with families will be streamlined to improve clinical and social 

outcomes; 
• Duplication and fragmentation of services will be reduced. 
• The quality, access, and range of services will be improved, maximizing limited 

resources. 
 
Because the affected agencies were created by the General Assembly, we will propose 
legislation to realign current agency function under the new Children and Families 
agency. 
 
The Cost: 
The new Children and Families agency will be a standalone entity that is comprised of 
positions currently existing in state agencies. No additional state dollars will be used to 
create the agency, because existing positions will be utilized. 
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PEAK PERFORMANCE PROJECT 
Health and Human Services Cabinet 

Home and Community Based Services 
 

The Need: 
More and more services are available at the community level that provide Hoosiers with 
the ability to live full and active lives. The state has been and will continue to be a partner 
in making home- and community-based care a reality for as many Hoosiers as possible. 
Currently: 
 

• Home and community-based care is being provided to over 15,000 people 
with developmental disabilities, 97,000 people with mental illness, and over 
33,000 seniors. 

• The number of people with developmental disabilities in state-run institutions 
has dropped 79% since 1990.   

• Today, there are 39,000 people living in nursing homes.   
 
People with disabilities, mental illness and the aging share the same rights, dreams and 
hopes we all do. The state of Indiana has made solid progress in creating a greater 
capacity to serve people with disabilities in the community.  Recent legislation (SEA 
493) lays the groundwork for people, as they grow older, to have the chance to remain 
independent and live in their own homes and communities as long as possible. 
 
The Change: 
Within Health and Human Services, the Home and Community Based Services agency 
will work with adults who require assistance in living independently, safely and self-
sufficiently in the community.  
 
In partnership with community leaders and advocates, the state will continue to place a 
priority on the development of the infrastructure to ensure that people being served in the 
community are healthy and safe and that services are protected for the future for as many 
Hoosiers as possible. Quality remains our highest priority. 
  
The Cost: 
The Home and Community Based Services agency will be a standalone entity, comprised 
of positions currently existing in state agencies. Through the consolidation of 
administrative functions and the integrated planning and delivery of the array of quality 
services at the community level, more efficient use of limited resources will result. 
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PEAK PERFORMANCE PROJECT 
Health and Human Services Cabinet 

Health Policy and Purchasing 
 
The Need: 
Health care costs and quality have become a major policy issue throughout the nation. As 
a result, states have assumed a larger role in both health care policy and purchasing. The 
goal: serve our citizens and employees more effectively and with less cost. 
 
The state is in a unique position to influence health policy and drive the health care 
market by leveraging its purchasing power. However, the current structure – with health 
policy and purchasing functions dispersed in various state agencies – means the state 
can’t maximize the potential to leverage lower costs and help drive the market to make 
health care affordable for all Hoosiers. 
 
The Change: 
The creation of a new agency, Health Policy and Purchasing, will centralize the state’s 
policy development and financing responsibilities. With this coordination, the state will 
take an even more active role in driving health policy to ensure that dollars spent by the 
state on health care reinforce and promote the state’s goal of affordable, quality health 
care for its employees and the state’s citizens. This new agency will centralize 
purchasing, planning, and research for health care purchased by the state and its 
responsibilities will include:          
             

• Negotiating purchasing of health care for all state agencies and state 
employees and any other publicly funded entity such as universities, public 
schools and local units of government that may be mandated or authorized to 
participate in state programs. 

• Negotiating purchasing and structure of the Hoosier Health Plan announced 
by Gov. Kernan in June. 

• Serving as the chief health purchasing and policy advisor to the executive 
branch as well as the health research arm for the executive branch. 

• Interacting with other states regarding possible joint ventures in the area of 
health finance and programs. 

• Identifying, implementing and promoting administrative efficiencies. 
• Facilitating the use of technology, both within the state-purchasing arena but 

also in coordination with commercial payers, employers, and other units of 
government. 

 
The Office of Health Policy and Purchasing will be created through administrative action. 
 
The Cost: 
The office will be a standalone agency that is comprised of positions currently existing in 
state agencies. Because the office will utilize existing positions, no additional state 
dollars will be used. One goal of the office, through the consolidation of administrative 
and procurement functions, is to make more efficient use of taxpayer dollars that are 
dedicated to the purchasing of health care for employees and citizens.   
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Funding for this study was provided by the Central Indiana Corporate Partnership, for the 
benefit of the Indiana Government Efficiency Commission.  This study reflects the independent 
work product of The Lewin Group, and the analyses, observations and conclusions contained 
herein do not necessarily reflect the viewpoint of CICP or of any of its individual members. 

 

The Lewin Group would like to acknowledge the considerable time and effort that the Office of 
Medicaid Policy and Planning staff dedicated to this project.  OMPP shared an array of 
materials on Indiana’s Medicaid program, including qualitative information such as program 
rules and regulations, reports, internal analyses, provider information, and policy documents.  
OMPP staff’s participation was critical to our understanding of the Medicaid program in 
Indiana and has strengthened this analysis.
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Areas Reviewed:

 Long Term Care 

 Pharmacy 

 Medicaid Managed Care 

 Medicaid Buy-In 

 Revenue Enhancement 

 Benefits and Eligibility 

 Fee-for-Service Provider 
Payments 

 Mental Health 

 CHOICE 

 Management and 
Administration 

EXECUTIVE SUMMARY 

Today, many states, including Indiana, are experiencing serious financial constraints due to 
declining state revenues and rising costs of state services.  Recent research shows that states are 
facing a slightly improved budget outlook, but the improvement is not enough to maintain the 
expected growth in the Medicaid program.1  States continue to seek options for reducing 
expenditures and gaining efficiencies in order to meet the increasing financial pressures they 
face.   

In all states, Medicaid is a major driver in the state budget, representing 15 to 20 percent of the 
total budget, and, therefore, receives considerable attention when states attempt to reduce 
expenses.  In Indiana, Medicaid comprises approximately 11 percent of the total State budget.2   

Indiana’s State Medicaid agency, the Office of Medicaid Policy and Planning (OMPP), in 
coordination with the Indiana General Assembly, has been pursuing strategies for cost 
containment in the Medicaid program.  OMPP expects to save approximately $158 million 
(State dollars) in Medicaid funds as a result of cost containment activities during state Fiscal 
Year (FY) 04 and $223 million in FY05.  Even with these efforts, the growth of Medicaid 
continues to present fiscal challenges for the State.3   

Recognizing the budgetary challenges Indiana is facing, the Central Indiana Corporate 
Partnership (CICP), in support of the efforts of the Indiana Government Efficiency Commission, 
provided funding for The Lewin Group to study Indiana’s 
Medicaid program and identify additional options for 
increasing the program’s long term fiscal stability in the face of 
mounting demand for services and ongoing fiscal constraints.  
As part of this project, Lewin studied the Indiana Medicaid 
program, reviewed current and proposed cost containment 
efforts, and built on Lewin technical expertise and knowledge 
of other state practices to develop a set of observations and 
opportunities for new and continued cost savings.  Rather than 
consider one-time budget reductions, the study focused on 
sustainable cost containment activities.  

In addition to the initiatives already underway, our review of 
Indiana’s Medicaid program revealed several opportunities to 
contain costs while maintaining the quality and accessibility of 
the program, and potentially improving service delivery. The 
recommendations provided throughout this report are 
intended to complement Indiana’s success and to provide new areas for cost savings.   

In presenting the analysis of possible cost containment options, this report does not attempt to 
weigh other public policy considerations that decision makers must consider.  For example, 

                                                      

1  “State Fiscal Conditions and Medicaid,”  Kaiser Commission on Medicaid and the Uninsured, April 2004. 
2  OMPP data 
3  In Indiana, the current total Medicaid enrollment represents approximately a nine percent increase from FY02. 
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when Medicaid expenditures are reduced, dollars are taken out of the state's health care 
economy.  Providers and others in that economic sector experience a reduction in payments 
from the state that they may not be able to replace from other sources.   

Moreover, Medicaid’s financial structure acts as a disincentive to major budget cuts because of 
the federal-state financing structure.  State Medicaid spending brings federal matching funds 
into the state.  In Indiana, cutting one State dollar from Medicaid causes total Medicaid 
spending to decline by approximately three dollars.  In addition, reducing the number of 
Medicaid beneficiaries translates into increased numbers of uninsured persons, which can result 
in uncompensated care costs to hospitals, county health programs, physicians, and others.4  
These types of issues were cited in a recent Rockefeller Institute study that found few states 
have implemented significant reductions in their Medicaid budgets.  

OVERVIEW OF FINDINGS 

The analysis is organized into two key sections: opportunities for additional savings, including 
areas where we believe there is little opportunity for significant sustainable savings, and 
opportunities for further exploration by OMPP.   

In the first section of analysis, Lewin provides estimated cost savings associated with potential 
programmatic changes.  Areas identified as having potential savings are detailed in Table ES-1.  
It is important to note that these are presented as a menu of savings opportunities for Indiana to 
consider.  If multiple initiatives are implemented simultaneously, the total savings will not be 
an aggregate of the savings estimates included in the analysis, because each area of Medicaid is 
so inter-related.  In other words, a combination of these savings opportunities would have 
differing budgetary impacts than simply the aggregate of each initiative.  

                                                      

4  “Medicaid and State Budgets in FY 2004: Why Medicaid is So Hard to Cut,” Rockefeller Institute of Government Federalism 
Research Group, July 2004. 
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Table ES-1 
Opportunities for Savings Fiscal Year 2005 

 Opportunities and 
Observations 

Estimated Annual Savings 
in Millions (State Funds) 

Estimated Annual Savings 
in Millions (Total State and 

Federal Funds) 

Long Term Care  

Expand community based 
services, while reducing 
reliance on nursing home and 
other institutional care. 

$17.4 by closing nursing 
home beds 

$47.3 with capacity 
reductions for ICF/MR 

$46.7 by closing nursing 
homes beds 

$127.1 with capacity 
reductions for ICF/MR 

Pharmacy  

Re-evaluate certain 
therapeutic classes to include 
fewer preferred drugs and 
continue to pursue 
supplemental rebates in 
addition to the PDL. 

$8.8 $23.6 

Medicaid 
Managed Care 
Expansion 

Further expand managed 
care for TANF and SSI 
populations into both rural 
and urban counties. 

$13.7 - $20.0  $36.7 - $53.6 

Medicaid Buy-In Implement an additional 
eligibility requirement. $2.8 $7.5 

Revenue 
Enhancement 

Implement a tax on nursing 
homes and possibly on health 
maintenance organizations. 

$109 for a nursing home tax5 $229.4 for a nursing home tax 

Source:   Lewin analysis, except for the nursing home tax estimates provided by OMPP 

We identified three major areas where additional sustainable savings are unlikely: elimination 
of benefits, reductions in eligibility, and cuts in reimbursement rates for hospitals, physicians, 
and dental services. 

Lewin also found that mental health service delivery, the CHOICE program, and the 
management and administration of the Medicaid program should be further reviewed to 
determine whether additional efficiencies are possible. 

WHAT IS THE MEDICAID PROGRAM? 

Medicaid is the nation’s major public health program for low-income Americans, financing 
health and long term care services for more than 50 million individuals.  Medicaid serves low-
income children, parents, persons with disabilities, and the elderly.  The program is jointly 
financed by the federal and state governments, and administered by the states within broad 
federal guidelines.  Although low-income children make up the large majority of the Medicaid 
population both nationally and in Indiana, the elderly and people with disabilities account for 
the majority of Medicaid’s spending (see Figure ES-A).  Indiana’s distribution of enrollees and 
expenditures mirrors that in other states.   

                                                      

5  Nursing Home Tax collections vary considerably depending on the strategy adopted by the state.  OMPP’s current 
implementation plan estimates $109 million in tax collections and an overall increase in revenue of $229.4 million.  This strategy 
has not been approved by CMS at this time.  OMPP data, “Nursing Facility Assessment and Enhanced Reimbursement,” June 7, 
2004. 
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Figure ES-A 
Indiana Medicaid Enrollees and Expenditures by Enrollment Group, 2002 

 

 

 

 

 

 

 

Source:  OMPP data  

In FY03, Indiana Medicaid expenditures totaled $3.8 billion dollars in combined federal and 
State funding.  Indiana is responsible for approximately $1.4 billion of this spending.  These 
expenditures provided coverage for approximately 800,000 residents. 6   

Medicaid includes a package of mandatory services, such as inpatient hospital care and 
physician services that all state Medicaid programs must cover.  Medicaid also includes a 
variety of optional services, such as prescription drugs, physical therapy, and transportation 
that states can choose to cover.  Medicaid rules require states to offer the same benefits to all 
recipients, unless the state obtains a waiver.    

WHAT HAS INDIANA DONE TO CONTAIN COSTS IN THE MEDICAID 
PROGRAM? 

In addition to focusing on long term care and pharmacy, states have been using numerous 
strategies to reduce Medicaid spending growth, including reducing provider payments, 
restricting eligibility and benefits, expanding managed care programs to contain utilization, and 
increasing beneficiary co-payments.   

Indiana has several cost containment initiatives underway, and should be commended for the 
success of these programs.  Designing and implementing cost containment strategies is a major 
undertaking and Indiana has been able to save significant funds to date.  The recommendations 
provided throughout this report are intended to complement Indiana’s work and to provide 
new areas for cost savings. OMPP expects to save approximately $158 million (State dollars) in 
Medicaid funds as a result of cost containment activities during state Fiscal Year (SFY) 2004 and 
$223 million in FY05.  This information, provided by OMPP, serves as an important backdrop 
for the study conducted by The Lewin Group.  However, Lewin did not attempt to validate 
OMPP savings or projected savings as part of this study.  Table ES-2 provides a summary of 
selected cost containment efforts underway in Indiana. 
                                                      

6  OMPP data    
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Disabled 

Adults 

Children 
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Disabled 

Adults 
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Enrollees Expenditures 
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 Long Term Care Overview, page 14  

 Current Long Term Care Cost 
Containment Efforts, page A-8 

Analysis and Options, page 25

Table ES-2 
OMPP Cost Containment Efforts Fiscal Year 2005 

Cost Containment Initiative Estimated Savings in 
Millions (State Funds) 

Estimated Savings in 
Millions (Total State and 

Federal Funds) 
Hospital Reimbursement Changes $10.6 $28.5 
Hoosier Healthwise Managed Care $11.8 $31.7 
Medicaid Select Managed Care $3.4 $9.1 
Disease Management $7.1 $19.1 
Nursing Home Initiatives  $39.1 $105.1 
Pharmacy $42.0 $112.8 
Continuous Eligibility for Children $16.6 $44.6 
Other Eligibility Changes $7.2 $19.3 
Payment Integrity Program $3.0 $8.1 
Medicare Cross-Over Reimbursement $35.0 $94.0 

Source:  OMPP 

WHAT MORE CAN BE DONE TO CONTAIN COSTS? 

Certainly, Indiana has already made significant strides in containing costs and operating more 
efficiently in its Medicaid program.  In addition to the initiatives already underway, our review 
of Indiana’s Medicaid program revealed several opportunities to contain costs while 
maintaining the quality and accessibility of the program, and potentially improving service 
delivery.  The following are several opportunities for Indiana to realize additional cost savings.     

Indiana can restructure its provision of long term care services 

After pharmacy spending, the second major service cost driver within Medicaid is long term 
care expenditures.  In FY02, Indiana spent 
approximately 22 percent of its Medicaid expenditures 
on nursing home services alone.  Historically, long term 
care services were provided in an institutional setting, 
such as a nursing home.  In recent years, states 
gradually have attempted to move away from 
institutional care to provide services in community-based settings.   

The trend toward community-based care can be attributed to two key issues: (1) consumers and 
families generally prefer community-based services over institutional settings, and (2) 
community-based care is generally less costly than institutional services.  In addition, states are 
responding to the Supreme Court’s 1999 Olmstead decision.7   

                                                      

7  In June 1999, the U.S. Supreme Court issued a ruling under the Americans with Disabilities Act (ADA) that requires states to 
provide long-term care services in the most community integrated setting.   
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 Managed Care Overview, page 11  

 Current Managed Care Cost 
Containment Efforts, page A-3 

 Analysis and Options, page 57 

 Pharmacy Overview, page 19  

 Current Pharmacy Care Cost 
Containment Efforts, page A-10 

Analysis and Options, page 38

Already Indiana has undertaken several initiatives aimed at increasing opportunities for 
persons of advanced age and people with disabilities to live in the community and in their own 
homes rather than an institution.  However, Indiana has not pursued as many efforts to reduce 
institutional expenditures while growing community-based services as some other states.  
Indiana has two major opportunities.  First, if Indiana closed 2,000 nursing home beds and 
instead served these individuals in home and community-based settings, Lewin estimates the 
State potentially could save $17.4 million per year.  Even with the closure of these nursing home 
beds, Indiana still would have excess capacity to meet current and future needs, and, with 
careful planning, could close more.  Second, Indiana could also realize savings by transitioning 
beneficiaries from Intermediate Care Facilities for Persons with Mental Retardation (ICF/MR) 
settings to community settings.  Lewin estimates that, if the State closed ICF/MR beds and 
served those individuals in the community, the State could save $47.3 million per year in State 
dollars.   

Indiana can expand its use of “preferred” drugs 

In 2002, Indiana implemented a preferred drug list (PDL) 
designed to direct physician prescribing patterns toward 
the preferred drugs and away from the non-preferred 
(and generally more expensive) drugs.  In comparing 
utilization of the preferred drugs before and after PDL implementation in select high cost, high 
utilization drug classes, Lewin found the PDL has had varying levels of success.  For example, 
in the Proton Pump Inhibitors (PPIs) therapeutic class, the PDL was estimated to have saved 
$3.0 million annually since implementation.  For HMG CoA Reductase Inhibitors (commonly 
known as statins), the PDL had virtually no effect as most of the commonly prescribed drugs 
were placed on the PDL.  Indiana’s PDL is not uncommon from those of neighboring states; 
however, there are opportunities in certain classes such as statins to create savings by further 
limiting the number of drugs on the PDL.  Lewin has estimated that these changes to the PDL 
would save $5.7 million in FY05 for the non-dual eligible population.  Also, Indiana has decided 
recently to pursue supplemental rebates from pharmaceutical manufacturers.  Lewin has 
estimated that supplemental rebates could produce an additional $3.1 million in savings in 
FY05 for the non-dual eligible population. 

Additional savings may be possible as more Medicaid beneficiaries enroll into Indiana’s risk 
based managed care program.  Managed care organizations have greater ability to manage 
pharmacy costs by implementing stricter PDLs, affecting prescribing patterns through their 
close relationship with network physicians, and integrating pharmacy services with medical 
services to provide a more comprehensive package of care.  Savings for the pharmacy benefit 
are reflected in the savings estimates presented in the managed care expansion section of this 
report.     

Indiana can further expand Medicaid managed care 

Like most states, Indiana has chosen to serve the Medicaid 
population through managed care programs.  Hoosier 
Healthwise serves low-income children and their parents 
through a combination of risk-based managed care 
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 Medicaid Buy-In Overview and 
Analysis and Options, page 74  

 National Revenue Enhancements 
Overview, page A-1  

 Other Initiatives Under Consideration, 
page A-16 

 Analysis and Options, page 78 

(RBMC) and primary care case management (PCCM).  Under RBMC, the State transfers the 
financial risk for services to managed care organizations (MCOs) by paying a predetermined 
per-member per-month capitated rate.  Under PCCM, primary care medical providers act as 
“gatekeepers” and receive a small monthly case management fee; all services are paid for by the 
State on a fee-for-service basis.  In addition, a separate managed care program, Medicaid Select, 
serves the aged, blind, and disabled population through a PCCM program. 

Managed care arrangements typically cost the state less than a traditional fee-for-service 
arrangement, with risk-based managed care saving more than primary care case management.  
Indiana’s current effort in expanding mandatory enrollment in RBMC is consistent with other 
states’ efforts.  Lewin identified opportunities for OMPP to continue to pursue mandatory 
RBMC throughout the state.  Currently, significant population concentrations and medical costs 
remain in counties operating PCCM.  The State of Indiana has significant opportunity for 
Medicaid cost savings ($13.7 to $20 million in State dollars) through further expansion of 
managed care for both TANF and the disabled population, in both rural and urban areas.   

Indiana can implement more stringent participation 
rules for the Medicaid Buy-In program 

Indiana’s eligibility requirements are among the most 
restrictive in the country; further reductions could lead to increased costs in unintended areas 
(e.g., uncompensated care, cost-shifting to private payers).  Indiana currently operates a 
Medicaid Buy-In program for working age persons with disabilities.  Medicaid Buy-In 
programs allow employed persons with disabilities to earn and save above the regular 
Medicaid financial eligibility standards.  States have wide discretion for setting these standards.  
If Indiana implements an enhanced test of employment to ensure that only those individuals 
who are engaged in meaningful work activity are enrolled, the State may save $2.8 million in 
State dollars per year and preclude future, rapid enrollment growth experienced by other states.    

Indiana can institute broad-based provider taxes 

States have several mechanisms available to increase 
revenue to support the Medicaid program.  These 
include maximizing federal funding and finding new 
sources of revenue.  Revenue enhancement options 
include applying tobacco taxes and settlement funds 
toward Medicaid, increasing federal matching funds, collecting revenue from Medicaid 
providers, collecting revenue from managed care organizations, instituting fees to be paid by 
managed care organizations or collecting revenue from program beneficiaries.  Indiana could 
institute an array of Medicaid provider taxes associated with nursing homes and managed care 
organizations.   

Already, the State has begun work on a legislatively mandated nursing home revenue strategy 
that could raise $109 million per year in tax collections, according to OMPP.  The State could 
raise additional dollars for the Medicaid program through the collection of premium taxes on 
health maintenance organizations, including Medicaid managed care organizations.  If a one 
percent tax was instituted on all HMOs in Indiana and all revenues collected were used to fund 
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 Medicaid Benefits and Eligibility Overview, 
page 9 

 Indiana Eligibility Framework, page B-1 

 Analysis and Options, page 83 

the Medicaid program, the State would have collected tax receipts of $18.4 million, which could 
have been used to leverage as much as $30 million in federal dollars, for a total of $48.4 million 
additional dollars for the Medicaid program in 2003.   

In our analysis, Lewin reviewed the options of nursing facility taxes and HMO taxes and 
provided estimates of additional revenue for both taxes.  However, we would emphasize that in 
Indiana, Medicaid dollars represent the bulk of nursing facility revenues, while for HMOs, the 
majority of revenues come from commercial payors.  Therefore, given the payor mix and 
progress to date on implementing a nursing facility tax, the implementation of a successful 
broad based provider tax is more likely with nursing facilities than HMOs. 

AREAS WHERE THERE IS LITTLE OPPORTUNITY FOR SUSTAINABLE 
SAVINGS 

In making any Medicaid program changes, states must consider the unintended risks, 
particularly those associated with cutting services, dropping beneficiaries, or reducing provider 
payments.  Although these changes may result in short term savings, they are likely to limit (or 
completely eliminate) access to care for some of the poorest and sickest residents.  However, it 
is very difficult for states to quantify these impacts, and little research is available for guidance.  
In many states, several program changes are implemented at once, making it almost impossible 
to know which program changes are responsible for which results.   

In our review, there were areas of the Medicaid program where additional cost savings are not 
reasonable expectations.  The major areas where we believe savings have been maximized and 
additional reductions could have considerable negative impact to the program include 
reductions to optional benefits and beneficiaries and fee-for-service provider payments. 

Benefits and  eligibility 

States are required to offer certain mandatory benefits and are required to provide coverage to 
certain mandatory populations.   In addition to these requirements, states can elect to offer 
optional services and to cover optional populations.   

Mandatory populations include children under age 
six and pregnant women whose income is at or below 
133 percent of the federal poverty level and children 
ages six to 19 whose family income is at or below 100 
percent of the federal poverty level.  States also are 
required to provide Medicaid coverage to certain individuals with disabilities and low-income 
elderly.  Optional populations may include low-income working parents or individuals whose 
medical expenses comprise a large part of their income. 

We do not make any recommendations regarding eliminating or restricting services or reducing 
any beneficiary eligibility groups.  The majority of beneficiaries in Indiana are mandatory 
populations.  Very few (approximately 230) of the optional beneficiaries are adults.  The 
remaining optional beneficiaries are low-income children that Indiana has chosen to cover.  
Spending on services for these optional beneficiaries is low, compared to total Medicaid 
spending.  This area does not appear to present further opportunities for savings. 
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States are required to provide certain benefits to Medicaid beneficiaries, including inpatient and 
outpatient hospital services, physicians’ services, and early and periodic screening diagnosis, 
and treatment (ESPDT) for children under age 21.   Commonly covered optional benefits 
include prescription drugs, prosthetic devices, hearing aids, dental care, and intermediate care 
facilities for persons with mental retardation.  It is important to note that some optional benefits, 
such as pharmacy coverage, are considered to be medically necessary and essential to the 
treatment of illnesses.   

Although Indiana does provide many of the optional Medicaid services, many benefits, such as 
pharmacy, are provided by almost all states and are considered an integral part of the Medicaid 
program.  Other services that may be considered less integral account for such a small portion 
of the Medicaid budget  (for example, podiatrist services represent less than 0.1 percent of total 
Medicaid spending in Indiana) that it would not be worthwhile to eliminate these services.  
Furthermore, the elimination of certain services may result in increased visits to other providers 
or the emergency room.   

Fee-for-Service Provider Payments  

Hospitals 

While Indiana hospital total margins, on average, have been above the national average, total 
margins for Indiana hospitals have fallen sharply since 1999.  In addition, outpatient hospital 
rates were reduced by 5.5 percent in September 2001 and have not been increased since that 
time.  Similarly, inpatient hospital rates have not increased since 2001.  Given the recent actions 
of OMPP to reduce hospital payments and the effects of these reductions on hospitals, it does 
not appear that there is room to further reduce hospital rates. 

Physicians 

Indiana Medicaid’s physician fees have been held flat since 1994 and are currently at 68 percent 
of what Medicare pays for the same service.  As fees remain constant over time, the result is an 
implicit fee reduction due to increasing medical inflation.  At some point low fees will become a 
barrier to access to care for Medicaid patients.  Studies are inconclusive as to where the 
breaking point might be and when access to care is diminished but states should consider the 
impact of low fees on the quality of their program over time.  It has been found that physicians 
in states with the lowest Medicaid fees are less willing to accept most or all new Medicaid 
patients compared to physicians in higher paying states.8  There does not appear to be an 
opportunity for further Medicaid savings through reductions to physician fees. 

Dental 

Federal law requires all states participating in the Medicaid program to provide dental coverage 
for children up to the age of 21.  These services are required as part of Medicaid’s Early Periodic 
Screening, Diagnostic and Treatment (EPSDT) Services.  EPDST includes periodic screenings 
and follow-up diagnostic and treatment services, without regard to whether those services are 

                                                      

8  “Changes in Medicaid Physician Fees, 1998-2003:  Implications for Physician Participation,” Health Affairs, June 23, 2004. 
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provided to adults.  In 1998, Indiana determined it was necessary to increase Medicaid dental 
rates and instituted a 119 percent increase in Medicaid fees, which was the equivalent to full 
private practice fees for most dentists.  Also in 1998, dental services were carved-out of the 
managed care program and the requirement for preauthorization of services was eliminated for 
most procedures.9  Although the increase was significant, in a comparison of 45 states for the 
year 2000, Indiana ranked forty-first out of 45 states for the Medicaid rates paid to dentists.10  
Efforts to increase access to dental services for Medicaid beneficiaries have shown some positive 
results.   From 1998 to 2001, the overall average of Medicaid beneficiaries receiving dental 
services increased from 17 percent to 28 percent.  There does not appear to be an opportunity 
for further Medicaid savings through reductions to dental fees. 

WHAT FURTHER ANALYSIS SHOULD BE DONE? 

Indiana should consider a full review of its Mental Health System 

Indiana mental health services are organized and overseen by the Family and Social Services 
Administration (FSSA) Division of Mental Health and Addiction (DMHA), a sister agency to the 
Medicaid agency, OMPP.  Mental health services are delivered in six state psychiatric hospitals 
and through a network of community mental health centers.   

Medicaid-funded services are a growing percentage of total 
expenditures of mental health services, but remain one of 
many funding streams in the public mental health system.  
To thoroughly examine mental health services requires a review of not only Medicaid-financed 
services but also of how the entire mental health system functions.  Although Lewin has not 
conducted a full mental health system review, we did focus on the Medicaid-funded 
rehabilitation services option and provided a brief review of how other states are managing 
their systems of care.   

The Mental Health Rehabilitation State Plan Option (MRO) service is one set of services 
provided by the Community Mental Health Centers.  In FY03 MRO spending increased 22 
percent over FY02.  At the same time, enrollment grew from 50,600 in 2001 to 72,500 individuals 
in 2003.11  There are several factors, such as decreasing use of the State hospital system with a 
corresponding increase in the use of community services, increase in the rate of Medicaid 
coverage of those served in community services and nationally, an overall increase in the use of 
specialty care by persons with serious mental illness, contributing to the growth in the Medicaid 
rehabilitation option, although they may not account for the full growth of the program.   

Indiana may wish to further study opportunities for public/private partnerships in 
administration of the mental health program or in service provision.  Indiana operates a largely 
public sector mental health system.  According to the Center for Health Care Strategies, more 
than 37 states have entered into some form of public/private arrangements for implementation, 
administration and monitoring of Medicaid behavioral health care, which typically includes 

                                                      

9  “Dental Public Health Activities and Practice,” Oral Health Division, State Department of Public Health, June 2002. 
10  “Comparing Physician and Dentist Fees Among Medicaid Programs,” The Lewin Group, June 2001. 
11  OMPP data 
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both mental health and substance abuse services.12  States have operated integrated and carved-
out models with varying levels of success.  An increasing number of states are opting to move 
to non-risk administrative services organization contracting to gain the benefits of outside 
management and review without the corresponding concerns that can result from the incentives 
of a full-risk arrangement.   

Indiana could use State-funded services (CHOICE) in a more targeted manner with 
Medicaid long term care programs 

Community and Home Options to Institutional Care for the Elderly (CHOICE) is a unique 
State-funded program that provides community based services to persons with disabilities and 
persons of advanced age.  CHOICE is administered at the 
local level and paid for exclusively with State funds.  While 
CHOICE is not a Medicaid-financed program, using 
CHOICE in a targeted manner with Medicaid-financed long 
term care programs could offer Indiana cost saving opportunities.  For example, CHOICE funds 
could be used to add capacity for community based services in Medicaid, which would allow 
Indiana to draw down more federal dollars.  However, by expanding Medicaid eligibility, costs 
could increase by requiring Indiana to cover the complete array of Medicaid services for these 
individuals.  Indiana should consider the costs associated with changes in the CHOICE 
program.   

Indiana should continue to review administration and management strategies as 
programmatic changes are implemented 

Although OMPP maintains responsibility for the Indiana 
Medicaid program, sister agencies are responsible for day-
to-day operation of  many programmatic areas.  In addition, 
OMPP contracts out a large portion of its work, relative to 
other state Medicaid agencies, and has fewer state staff than other state Medicaid agencies 
based on Lewin’s experience.  OMPP holds several contracts with outside vendors (in addition 
to the MCO contracts and disease management program vendors).  Currently, Indiana has 
approximately 70 full-time equivalents (FTEs) in OMPP, while other states with similar size 
Medicaid programs have hundreds of state-employed FTEs.   

To date, Indiana has been effective in keeping administrative costs low. (In FY02, Indiana spent 
3.9 percent of its total Medicaid budget on administrative costs, compared with the national 
average of 4.6 percent.13)  However, it is critical to note that many of the opportunities for 
Medicaid sustainability presented throughout this section require more coordination across the 
FSSA agencies and more oversight of contractors, which adds administrative work for the 
OMPP staff and may require additional resources.   

                                                      

12  “Medicaid Behavioral Managed Care:  What Lies Ahead, Informed Purchasing Series,” Center for Health Care Strategies, 
August 2002. 

13  Data from CMS-64 reports. 
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In addition, under Indiana law, many proposed policy changes to the Medicaid program must 
be approved by the General Assembly, which can constrain OMPP flexibility and its ability to 
rapidly implement new initiatives and regulations; legislative demands can also increase staff 
time.  Indiana could pursue a targeted increase of in-house technical expertise to address 
significant efforts specifically for Medicaid managed care, long-term care, and pharmacy.  
Concurrent with these activities, Indiana could review activities currently contracted out and 
evaluate whether these functions would best be handled by the increased OMPP staff detail.   

CONCLUSION AND NEXT STEPS 

Indiana has already accomplished significant savings through current cost containment 
activities.  Lewin’s analysis provides further opportunities for savings in several areas of the 
Indiana Medicaid program.  The goal of this analysis is to present long term programmatic 
changes for consideration.   

The report outlines several savings opportunities for Indiana Medicaid, including restructuring 
components of the long term care services, continuing to pursue pharmacy cost controls,  
further expanding mandatory Medicaid managed care, implementing more stringent eligibility 
rules for the Medicaid Buy-In program, and instituting broad-based provider taxes.  The 
analysis also found three major areas where there is little opportunity for sustainable savings: 
optional benefits, eligibility, and fee-for-service provider payments.  Finally, we recommend 
that Indiana explore three additional areas for potential savings: the Medicaid mental health 
system, the CHOICE program, and the management and administration structure of Indiana 
Medicaid. 

It is important to acknowledge many of these strategies for savings may meet resistance by 
stakeholders involved in the program.  All of these efforts will require considerable effort on the 
part of OMPP staff and resources to develop the initiatives, implement them, and evaluate their 
effectiveness in a coordinated, timely fashion.  Indiana should ensure that OMPP has the 
necessary administrative and managerial resources to pursue these efforts.    
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I. INTRODUCTION 

In October 2003, The Lewin Group, a national health and human services policy consulting 
firm, was retained, in support of the work of the Indiana Government Efficiency Commission, 
to study Indiana’s Medicaid program and identify possible options for increasing the program’s 
long term sustainability in the face of mounting demand for services and dwindling State 
dollars.   

The goal of this report is to present several options 
that could lead to savings in the State’s Medicaid 
program.14  Like Indiana, most states are 
experiencing a fiscal crisis and Medicaid is 
considered to be one of the largest causes of budget 
problems.  Although recent research shows that 
states are facing a slightly improved budget 
outlook, it is not enough to maintain the expected 
growth in Medicaid spending.15  States have an 
array of tools to address these budget challenges, 
all of which represent difficult choices.  Indiana’s 
Medicaid program has already been successful in 
reducing and containing costs through numerous 
initiatives, and should be commended for its innovative strategies. 

In presenting this analysis of cost containment options, this report does not attempt to weigh 
other public policy considerations that decision makers must consider in this context.  For 
example, when Medicaid expenditures are reduced, those dollars are not spent in the state's 
health care economy.  Providers and others in that economic sector experience a reduction in 
payments from the state that they may not be able to replace from other sources.  A 
consideration of the economic development impacts of the cost containment proposals 
discussed herein is outside the scope of this report.  In a state such as Indiana, where there is an 
increased focus on promoting the life sciences industry, the short-term benefits of reducing 
Medicaid spending may have more significant secondary impacts than in states where that 
sector is less prominent. 

In addition, there is limited research on the effects of various Medicaid cuts on the provision of 
services to the Medicaid population.  A recent study by the Kaiser Commission on Medicaid 
and the Uninsured looked at recently enacted cost containment activities in Oregon’s Medicaid 
program, specifically the introduction of premium payments and cost-sharing for the Medicaid 
population, and elimination of adult mental health coverage.  That study provided preliminary 
findings that “while changes such as reduced benefits and increased premiums and cost sharing 
can create short-term savings for a state, Oregon’s experience shows they can result in large 

                                                      

14  This report does not include recommendations on the federal Medicare program.  Medicare is a publicly financed health 
insurance program for elderly and disabled Americans, and is financed and administered at the federal level.  States are not 
responsible for financing or administering the Medicare program. 

15  “State Fiscal Conditions and Medicaid,” Kaiser Commission on Medicaid and the Uninsured, April 2004. 

Medicaid 

Medicaid is the nation’s major public health 
program for low-income Americans, financing 
health and long term care services for more than 
50 million individuals.  The majority of Medicaid 
beneficiaries (more than 75 percent) are low-
income children and parents.  The remainder of 
beneficiaries are low-income people with 
disabilities and the elderly.  

To provide the necessary context for this report, 
a detailed background on Medicaid and an 
overview of Indiana’s health care marketplace is 
included in the following section.  
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coverage losses and access problems for beneficiaries and give rise to new sources of stress for 
health care providers.”16    

A. Methodology 

At the start of the project, The Lewin Group conducted a site visit to the Indiana Family and 
Social Services Administration (FSSA) Office of Medicaid Policy and Planning (OMPP) to begin 
research on the Indiana Medicaid program.  Following that site visit, OMPP provided analysis 
and shared an array of materials on Indiana’s Medicaid program, including qualitative 
information such as program rules and regulations, reports, internal analyses, provider 
information, and policy documents.   

The Lewin Group’s major task in this analysis was to consider long term, sustainable program 
changes that will result in cost savings for Indiana, not one-time budget reductions.  Lewin’s 
review of Indiana’s Medicaid program revealed several opportunities to reduce and/or avoid 
costs while improving service delivery.  These areas were identified based on a combination of 
factors including Lewin’s review of data and materials, interviews with Indiana Medicaid staff, 
Lewin technical expertise, and Lewin knowledge of other state practices.  Lewin also conducted 
quantitative analysis based both on reports generated by OMPP as well as on original analysis 
of claims level data supplied by OMPP for this report. 

B. Indiana’s Medicaid Program Today 

In Indiana, approximately 800,000 residents are enrolled in Medicaid, representing 13 percent of 
the State’s total population.  More than three-quarters of these beneficiaries are low-income 
children and families, and represent almost a third of Medicaid spending.  The remaining one-
quarter of beneficiaries, the elderly and people with disabilities, comprise about two-thirds of 
Medicaid spending. 

In FY02, Indiana Medicaid spent approximately $3.8 billion in combined federal and state funds 
for medical expenses, plus approximately $150 million in administrative costs.  Indiana is 
responsible for approximately 37 percent ($1.4 billion) of its Medicaid costs; the remainder is 
financed by the federal government.   

Indiana has made significant efforts to contain costs.  Helping policy makers understand these 
current cost containment activities in Indiana, as well as those that were proposed but have not 
been implemented, is a major component of this project.  A detailed description of the major 
cost containment activities underway in Indiana, and a national perspective on Medicaid cost 
containment activities, is included as Appendix A.  As a result of these cost containment 
activities, Indiana expects to save approximately $158.4 million in FY04 in State dollars and 
$222.8 million in FY05 in State dollars.17   

                                                      

16  “The Impact of Recent Changes in Health Care Coverage for Low-Income People: A First Look at the Research Following 
Changes in Oregon’s Medicaid Program,” Kaiser Commission on Medicaid and the Uninsured, June 2004. 

17  OMPP January 2004 Expenditure Forecast. 
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C. Overview of Analysis and Options 

The analysis of Indiana’s Medicaid program is organized into two sections.  First, we present 
options for programmatic change that may present additional cost savings for the Indiana 
Medicaid program.   This section also discusses areas where sustainable opportunities for 
savings are limited.  Second, we discuss opportunities OMPP might explore for future program 
savings or programmatic efficiencies.  Where possible, the analysis includes a quantified 
estimate for possible savings.  Other areas point to the potential for savings based on Lewin 
expertise but do not provide a quantified estimate.  In these instances, either the data to make a 
cost savings estimate was not available or estimating potential savings was beyond the scope of 
this project.   

Our key observations for additional savings are: 

• Indiana spending on institutional long term care services, compared to other states, is 
high.  Indiana should consider reductions in its use of institutional long term care 
services.  

• Indiana could re-evaluate certain therapeutic classes to include fewer preferred drugs.  
Indiana should continue to pursue supplemental rebates in addition to the PDL.  

• In Indiana, Medicaid managed care has not reached its full potential; significant 
expansion is possible.  

• While Indiana has conservative Medicaid eligibility requirements, one new eligibility 
program is experiencing enrollment that could lead to future costs without 
implementation of stricter participation rules. 

• Although Indiana has pursued several important revenue enhancement strategies, there 
are additional revenue enhancement tools many other states have pursued which 
Indiana should explore. 

We identified three major areas where we believe there is little opportunity for significant 
savings that can be sustained over the longer term: elimination of benefits; reductions in 
eligibility; and cuts in reimbursement rates for most services.  However, we do recommend that 
Indiana consider reductions in its use of institutional long term care services.  While we 
analyzed the cost of providing each benefit to Medicaid beneficiaries, we do not recommend 
eliminating specific benefits or services.  Indiana does provide many of the “optional”18 
Medicaid services, such as pharmacy.  However, these services  are provided by almost all 
states and are considered an integral part of the benefits package.  Other services that may be 
considered less integral account for a very small portion of the Medicaid budget  (for example, 
podiatrist services represent less than 0.1 percent of total Medicaid spending in Indiana) and 
reductions in some of these service types would likely result in increased visits to other 
providers or unintended consequences such as increased emergency room use.  

                                                      

18  Federal regulations define “mandatory” and “optional” benefits.  This is further discussed in on the section on Medicaid 
managed care (Section III. C of this report) . 
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Similarly, we have not made recommendations on eliminating beneficiary groups.  Other than 
coverage for children, Indiana’s Medicaid eligibility requirements are more tightly constructed 
compared to other states.   For example, Indiana uses very restrictive financial eligibility rules 
for granting Medicaid eligibility based on disability status.19   Finally, fee-for-service rates for 
most services, including dental, physician, and hospital, were not seen as strong candidates for 
cost containment when compared with the costs of providing services and benchmark 
reimbursement levels in other state Medicaid programs and Medicare in Indiana.20 

OMPP could explore three key areas in greater depth to determine if additional savings or 
working efficiencies are possible.  First, Indiana could study new strategies for oversight and 
administration of publicly-financed mental health services, which are managed by another State 
agency.   Second, Indiana could use CHOICE program in a targeted manner with Medicaid to 
offer additional cost savings.  Finally, all of the options presented in this report require 
considerable effort on the part of Medicaid staff to develop these initiatives, implement them, 
and evaluate their effectiveness in a coordinated, timely fashion.  Indiana should consider 
whether OMPP has the necessary administrative and managerial resources to pursue these 
efforts considering the leanness of its current in-house resources and the divisions of data and 
operational expertise among multiple contractors.   

 

                                                      

19  Indiana is one of only eleven so called “Section 209(b)” states with financial eligibility rules more restrictive than the federal SSI 
program standards.   States using the Section “209(b)” Option have Medicaid eligibility criteria that are different than the SSI 
standards but not more restrictive than the State’s approved Medicaid State plan in January 1972 – the year the SSI law was 
enacted.   

20  A recent study conducted by the Urban Institute (Changes in Medicaid Physician Fees, 1998-2003: Implications for Physician 
Participation, Health Affairs, June 23, 2004)  found that physicians in states with the lowest Medicaid fees are less willing to 
accept most or all new Medicaid patients compared to physicians in higher paying states.  The study concludes that as states are 
dealing with a serious financial crisis and will not be in a position to raise provider fees greatly, access for Medicaid recipients 
may be at risk.   
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II. INDIANA HEALTH CARE MARKETPLACE 

A number of interested parties in the private sector have a significant stake in the future of 
Medicaid and the provision of quality health care in Indiana.  Indiana is home to major 
employers who offer health care benefits to their workforces.  The State's corporate base 
includes world leaders in the pharmaceutical, medical device and orthopedics industries, and 
one of the country's largest health benefits company.  Several leading hospitals and health care 
networks are found throughout the state and the Indiana University School of Medicine, the 
nation's second largest medical school, trains medical students at regional campuses across 
Indiana.  Other key stakeholders include consumer and health care advocacy groups, 
independent practitioners, long term care providers (e.g., nursing homes, intermediate care 
facilities for the mentally retarded, and others) and State officials.   

A. Indiana Marketplace 

Of the approximately six million residents in Indiana, 87 percent have some form of health 
coverage, including commercial insurance, Medicaid, and Medicare, a rate higher than the 
national average of 85 percent (see Figure A).  Consistent with other parts of the country, most 
of the State’s population receives health coverage from the private sector, typically through 
their employer.  Despite its current budget challenges, Indiana is in the enviable position of 
having both a lower rate of uninsured and a lower rate of Medicaid beneficiaries than the 
national average.  Approximately 13 percent of Indiana’s population is covered through 
Medicaid, compared to the national average of 15 percent.  

Figure A 
Population Distribution by Insurance Status 

 

 

 

 

 

 

 

 

 

Source:  Estimates based on data from CMS and U.S. Census Bureau, 2003 Current Population Survey, Annual 
Social and Economic Supplement.  The State Children’s Health Insurance Plan (SCHIP) population is included in the 
Medicaid figures. 
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1. Commercial Coverage 

As with other parts of the country, private insurance is the dominant source of health coverage 
in Indiana, with most of the insured population receiving coverage through their employer.  
Sixty percent of all Indiana residents receive employer-sponsored health insurance, a figure 
similar to the nationwide trend.  In the private market, the State’s largest health insurers are 
Anthem, M Plan, and United Healthcare.21   

2. Uninsured 

The uninsured rate in Indiana is approximately 13 percent, slightly below the national average 
of 15 percent.  Individuals between the ages of 19 and 24 are the most likely to be uninsured in 
Indiana, while children under 19 years and adults 65 and older have the lowest rates of 
uninsurance, which is the norm across the country because many individuals in these groups 
are enrolled in Medicaid, the State Children’s Health Insurance Program or Medicare.22  In a 
2003 survey of Indiana residents, 40 percent of the estimated 780,000 uninsured people in the 
State have potential access to health coverage either through their employer or an existing 
public program.23  Of the uninsured with access to coverage, about three-quarters have access 
through their employer and one-quarter have access through a public program.  Of those 
eligible for employer-sponsored coverage, the most common reason cited for not pursuing 
insurance is the cost.  The lack of enrollment in public coverage can be attributed to a lack of 
information; survey respondents responded that they would enroll in a public program if they 
learned they were eligible or if they knew the program was free. 

3. Public Health Insurance Coverage 

More than one quarter of the population in Indiana is covered by a public health insurance 
program, including Medicaid, Medicare, and the State Children’s Health Insurance Program.   

a. SCHIP 

The State Children’s Health Insurance Program (SCHIP) was enacted in the 1997 federal 
Balanced Budget Act as a federal-state matching program of health care coverage for uninsured 
low-income children not eligible for Medicaid.  In Indiana, SCHIP is a combination program 
consisting of two phases.  Phase I began in 1998 and extended Medicaid coverage to children 
under 19 with household incomes under 150 percent of the Federal Poverty Level (FPL).  Phase 
II, which began in 2000, is a non-Medicaid, State-designed premium-share program for children 
under 19 between 150 percent and 200 percent of the FPL.24  Approximately 67,000 children are 
enrolled in SCHIP in Indiana. 

                                                      

21  Indiana Department of Insurance, 2002, based on premiums received. 
22  State Health Access Data Assistance Center, 2003 Health Insurance for Indiana’s Families Survey, August 2003. 
23  Ibid. 
24  “Indiana’s Children’s Health Insurance Program Annual Report,” EP&P Consulting, April 2004. 
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b. Medicare 

There are approximately 850,000 Medicare beneficiaries in Indiana, making up 14 percent of the 
State’s population.  Individuals over age 65 are generally eligible for Medicare.  People under 
age 65 who receive Social Security cash payments due to a disability are eligible for Medicare 
after a two year waiting period.  The percentage of recipients who qualify as aged compared to 
those who qualify as disabled is 86 percent to 14 percent, almost identical to the national 
average.25  About 45 percent of Medicare beneficiaries in Indiana are low-income (below 200 
percent of the FPL).  As of February 2004, no Indiana Medicare beneficiaries were enrolled in 
Medicare+Choice (Medicare managed care).26  Expected changes to the Medicare program as a 
result of the federal Medicare Modernization Act passed in December 2003 may change the 
degree to which Medicare managed care is represented in Indiana (and elsewhere). 

Medicare beneficiaries also may be Medicaid eligible (i.e., dually eligible beneficiaries). People 
who are dually eligible for both Medicare and Medicaid are low-income and aged, blind or 
disabled.  They are more likely than Medicare-only beneficiaries to need assistance with 
activities of daily living and to have multiple chronic conditions such as heart disease, diabetes, 
and mental health or cognitive impairments.27  Nationally, in 2002, there were approximately 
6.2 million dually eligible individuals.  These beneficiaries represented 17.2 percent of the 
Medicare population and 24 percent of Medicare costs.  In terms of Medicaid, the dually eligible 
represented 18.9 percent of Medicaid beneficiaries in 2002 and 35 percent of Medicaid costs.28  In 
2002, there were 105,000 dual eligibles in Indiana, at a cost of about $1.6 billion in combined 
federal and state spending.29  For the dual eligibles, Medicaid is responsible for costs not 
covered under Medicare, including Medicare premiums, pharmacy, and long term care.  

Dual eligible beneficiaries are likely to be affected 
both by the establishment of the new Medicare 
prescription drug benefit, which will vary in a 
number of ways from their coverage under 
Medicaid,  and by the reforms to Medicare’s 
managed care program, which are intended to give 
all Medicare beneficiaries a range of new coverage 
choices.     

B. Indiana Medicaid  

Medicaid is a means-tested entitlement program for low-income people, financing health and 
long term care services for more than 50 million people – a source of health insurance for 38 
million low-income children and parents and a critical source of acute and long term care 

                                                      

25  CMS Statistics: Medicare State Enrollment, CMS. 
26  Medicare Managed Care Contract (MMCC) Plans Monthly Summary Report, CMS. 
27  Activities of Daily Living (ADLs) are the basic tasks of everyday life.   ADLs include eating, dressing, bathing, transferring, and 

toileting.  Measurement of ADLs is used by health care professionals to assess levels of functional impairment for persons of 
advanced age and/or disabilities.  Deficits in ADLs are used, in part, to determine functional eligibility for long term care 
programs and to develop plans of care.   

28  University of Maryland Center on Aging Medicare/Medicaid Integration Program website.  Accessed on March 31, 2004.   
29  “Dual Eligibles Tables: Enrollment and Spending, by State, 2002,” Kaiser Family Foundation, January 28, 2004. 

Medicare Modernization Act 

The Medicare Modernization Act (MMA), enacted 
on December 8, 2003, established a new 
prescription drug benefit for Medicare 
beneficiaries and launched far-reaching reform of 
the Medicare program.  The MMA’s provisions 
also have important long term consequences for 
the Medicaid program, particularly for beneficiaries 
eligible for benefits under both Medicaid and 
Medicare who will now receive prescription drug 
coverage through the federal Medicare program.   
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coverage for 12 million elderly and disabled individuals, including more than 6 million low-
income Medicare beneficiaries. 

1. Financing 

The federal and state governments jointly finance Medicaid and the states administer it within 
broad federal guidelines for eligibility and benefits.  The federal government matches state 
Medicaid spending with the federal share of Medicaid spending ranging from 50 percent to 77 
percent of expenditure depending on state per capita income.  In 2002, the federal government 
financed 57 percent of the $250 billion in total U.S. Medicaid spending.30    

In Indiana, approximately 800,000 residents are enrolled in Medicaid, about 13 percent of the 
State’s population.  In federal fiscal year (FFY) 2002, Indiana Medicaid expenditures totaled $3.8 
billion dollars in combined federal and state funding, for Medicaid medical costs only. 31  In 
FFY03 and FFY04, Indiana was responsible for approximately 35 percent of its Medicaid costs; 
the federal government contributed approximately 65 percent.   

Although low-income children and their parents make up three-fourths of Medicaid 
beneficiaries nationwide, they account for only 30 percent of total Medicaid spending, as shown 
in Figure B.  In Indiana, low-income children and their parents make up 79 percent of Medicaid 
beneficiaries, and account for 31 percent of total Medicaid spending.32   

Nationally, the elderly and people with disabilities comprise one-quarter of beneficiaries and 70 
percent of Medicaid spending for services.  In Indiana, the elderly and people with disabilities 
account for 21 percent of beneficiaries and 67 percent of Medicaid spending for services.  The 
following two figures show Medicaid enrollees and expenditures by enrollment group. 

                                                      

30  ”The Medicaid Program At a Glance,” Kaiser Commission on Medicaid and the Uninsured, January 2004. 
31  Total costs for the Medicaid program include both medical and administrative expenditures.  This data represents only the 

medical costs of the program. OMPP data.   
32  Ibid. 
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Figure B 
National Medicaid Enrollees and Expenditure by Enrollment Group, 2002 

 

 

 

 

 

 

 

Source:  Kaiser Commission estimates based on CMS and March 2003 CBO data. 
1 Expenditure distribution based on CBO data on federal Medicaid spending for services 

only, excluding DSH, vaccines for children, administration and other provider payments.  
State share of total estimated using historical state share data. 

Figure C 
Indiana Medicaid Enrollees and Expenditure by Enrollment Group, 2002 

 

 

 

 

 

 

 

Source:  OMPP data 

2. Eligibility 

Medicaid eligibility is divided into two broad groups, the categorically needy (persons who 
meet specific income, asset, family composition, and other “categorical” requirements) and the 
medically needy (persons who normally would not qualify for Medicaid due to excessive 
income, but who have such high medical costs that their discretionary income is comparable to 
a poverty group). Within the categorically needy, there are mandatory and optional subgroups. 
All state Medicaid programs must cover the mandatory categorically needy groups and can 
choose to cover additional optional categorically needy groups. States can also choose whether 
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to cover the medically needy.33 Unlike 34 other states, Indiana does not cover the medically 
needy. 34  As Medicaid is an entitlement program, states can choose which optional groups to 
cover but must enroll all applicants who meet the requirements. 

a. Pregnant Woman and Children 

Many Medicaid income standards are based on the federal poverty level.35  Federal rules 
require state Medicaid programs to cover children under age 6 and pregnant women whose 
family income is at or below 133 percent of the FPL, as well as children between ages 6 and 19 in 
families with incomes at or below 100 percent of the FPL.   

In Indiana, the income eligibility limit for pregnant women is 150 percent of the FPL, which is 
toward the lower end of the range for this eligibility group nationally, which ranges from 133 
percent to 275 percent of the FPL.36  For children in Indiana, Medicaid covers children age 0 to 
19 up to 150 percent of the FPL (SCHIP in Indiana covers children up to 200 percent of the FPL); 
other states range in coverage from 133 percent to 300 percent of the FPL for ages 0 to 1, 133 
percent to 300 percent of the FPL for ages 1 to 5, and 100 percent to 300 percent of the FPL for 
ages 6 to 19.  Indiana Medicaid covers low-income adults up to 23 percent of the FPL.37   

b. People with Disabilities and the Elderly 

States are required to provide Medicaid to certain individuals with disabilities.  Indiana has 
more conservative Medicaid eligibility standards than most other states, both in terms of the 
disability determination criteria and income limits.  Indiana does not automatically grant 
Medicaid eligibility to persons who quality for federal SSI benefits.  This is referred to as the 
209(b) option; currently 11 states have elected this option.  However, in 2001, an Indiana 
Supreme Court decision in a class action lawsuit, Day v. Humphreys, ended the State’s practice of 
denying Medicaid disability benefits to individuals because the individual’s disability might 
improve with treatment. The overall effect of the decision was to bring Indiana’s disability test 
more in line with the federal definition of disability.38   

In addition, like 10 other states, Indiana provides a “spend down” program which offers 
beneficiaries the opportunity to become eligible for Medicaid once they have spent a certain 
amount of private income on health care.   This spend down program is required of all states 
that have elected the 209(b) option.  Under this process, the medical expenses that an individual 

                                                      

33  A “medically needy” program is a Medicaid eligibility rule that allows individuals that meet Medicaid’s categorical 
requirements (children, parents, aged, or individuals with disabilities) to qualify if their out-of-pocket medical expenses are so 
large they have very little spending money left, no matter how much gross income they may earn.   

34  “Medically Needy Programs: An Important Source of Medicaid Coverage,” Kaiser Commission on Medicaid and the 
Uninsured, January 2003. 

35  The 2004 Federal Poverty Level for a family of three is $15,670.  133% of FPL =  $20,841; 150% of FPL = $$23,505; 200% of FPL = 
$31,340. 

36  In Indiana, the income standard is based on a set monthly limit based on AFDC limits in place in 1996.  To provide a national 
context for Indiana’s standards, we have used the federal poverty level.  It is important to understand that because Indiana’s 
standards are constant from year to year, the percent of the poverty level actually decreases from year to year. 

37  Indiana eligibility information from the FSSA Medicaid 2002 Annual Report.  Other state and national data from the Kaiser 
Commission on Medicaid and the Uninsured. 

38  Under this option, known as the “209(b),” a state may use the definition of disability as restrictive as the one it used in January 
1972.  As of 2003, 11 states had elected this option: CT, HI, IL, IN, MN, MO, NH, ND, OH, OK, and VA. 
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incurs during a certain period are deducted from the individual’s income.  Once the 
individual’s income has been reduced to a state-specified level, the individual qualifies for 
Medicaid for the remainder of the period.   

As described in the section on Medicare, Medicaid is required to cover certain low-income 
Medicare beneficiaries who are low-income.  See Appendix B for an overview of Indiana’s 
Medicaid eligibility groups.   

3. Benefits 

Medicaid includes a package of mandatory services, such as inpatient hospital care and 
physician services, that all state Medicaid programs must cover. Medicaid also includes a 
variety of optional services, such as prescription drugs, physical therapy, and transportation 
that states can choose to cover. Medicaid rules require states to offer the same benefits to 
recipients in all categorically needy mandatory and optional eligibility categories: they cannot 
vary in “amount, duration, or scope,” among various categorically needy subgroups, unless the 
state obtains a waiver.  Federal matching funds are available for all services and benefits. 

4. Medicaid Managed Care 

Nationally, over half of all Medicaid beneficiaries receive health care services through a broad 
array of managed care arrangements.  States typically use one of two models for managed care: 
primary care case management (PCCM) or risk-based managed care.  Under the PCCM model, 
the patient’s primary medical provider acts as a “gatekeeper” to approve and monitor the 
provision of services to beneficiaries.  These PCCM providers do not assume financial risk for 
the provision of services, and typically receive a per-member per-month case management fee 
around $3.  Under this model, the state maintains the financial risk for the beneficiaries and the 
state (or its contractor) reimburses providers on a fee-for-service basis.  Under the risk-based 
managed care model, on the other hand, a managed care organization (MCO) is paid a fixed 
monthly premium per beneficiary and assumes either partial or full financial risk for the 
delivery of services.  Traditionally, both PCCM and risk-based managed care generate savings 
compared with fee-for-service, with the full-risk model maximizing the state’s savings.  While 
the state maintains risk for services under a PCCM program, risk is transferred to the MCO in a 
risk-based model.  Because the MCO receives a monthly capitated rate per member, there is 
incentive for the MCO to manage care, monitor utilization, and ensure that beneficiaries receive 
the most appropriate care.  
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Table 1 
Summary Comparison of Cost Containment Features  

of Medicaid Managed Care Models Compared to Fee-for-Service 

Medical Cost Containment Techniques FFS PCCM MCO 
General Attributes 

Controls and Channels Patient Volume    

Eliminates Unnecessary Services    

Uses Lower-Cost Services Where Available    

Vendor At Risk for Medical Costs    

Negotiates Favorable Prices    

Specific Attributes 
Primary Care Physician Required    

Prior Authorization for Costly Services    

Referrals Required for Outpatient Specialty Care    

Disease Management    

Case Management    

Enrollee Outreach and Education    

Provider Profiling/Reporting, Accountability for Quality 
and Cost-Effectiveness 

   

Key: 
 

 Model fully implements the cost containment measure shown 
 Model employs a limited use of the cost containment measure shown 
 Model does not use the cost containment measure shown 

 

Originally, many states allowed beneficiaries to enroll voluntarily in managed care, but 
increasingly more states are moving toward mandatory enrollment.  Low-income children and 
pregnant women are more often enrolled in managed care than the aged, blind, and disabled 
populations, although more states are moving toward enrolling these populations.   

States are also expanding risk-based Medicaid managed care into rural areas under the single 
health plan model.  Recently, states were granted the authority by the federal government to 
contract with a single managed care plan in rural areas.39  Under this waiver option, CMS 
allows rural areas to waive the federal Medicaid managed care requirement of choice for 
beneficiaries between at least two MCOs.  The program design allows Medicaid beneficiaries to 
be served by one MCO as long as choice between two providers is available.  

In Indiana, approximately 70 percent of all Medicaid beneficiaries are enrolled in some form of 
managed care, higher than the national Medicaid average of 57 percent.40  As of 2002, 
approximately 50 percent of Indiana’s Medicaid managed care population were enrolled in risk-
based managed care, a lower ratio than in the rest of the country, where 82 percent of Medicaid 

                                                      

39  Federal Balanced Budget Act of 1997 enabled use of the single plan model.  Final regulations were effective August 2002. 
40  “2002 Medicaid Managed Care Report, Penetration Rates from 1996-2002,” CMS.  
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managed care beneficiaries are in risk-based managed care.41  With the recent managed care 
expansion in Indiana, the percent of beneficiaries enrolled in managed care will increase.  
Additionally, as of October 2002, Indiana reported that most of its approximately 67,000 SCHIP 
beneficiaries were enrolled in managed care.   

Indiana operates two mandatory managed care programs for Medicaid: Hoosier Healthwise 
and Medicaid Select.   

Figure D 
Overview of Indiana’s Medicaid Managed Care Programs 

 

 

 

 

 

  
 

Source:  OMPP 

Operating since 1994, Hoosier Healthwise enrolls the Temporary Assistance for Needy Families 
(TANF) and related populations (typically children, low-income families, and pregnant women) 
into either PCCM or in a risk-based managed care plan.  In 1997, the managed care program 
was expanded statewide.    

Although the managed care program is statewide, there are still instances when the traditional 
fee-for-service system is used by members for services and providers for claims payment.  
Certain populations are allowed to choose fee-for-service or managed care for their services.  
The “voluntary” populations include disabled children served by the home and community 
based services waiver, wards of the state, foster children, and children receiving adoption 
assistance.  For all populations, certain services are excluded from managed care, including 
dental, long term institutional care, certain school-based services, behavioral health, and 
hospice.   

When Indiana selects a county for mandatory managed care participation, the PCCM model is 
removed from the county and the choice is among risk-based plans. Beginning in 2002, 
enrollment in risk-based managed care was mandatory in five counties: Lake, St. Joseph, 
Elkhart, Allen, and Marion.  In 2003, a new law passed expanding mandatory risk-based 
managed care wherever feasible and cost effective.  OMPP chose to expand RBMC into eight 
                                                      

41  “2002 Medicaid Managed Care Report, Plan Type Breakout,” CMS.  
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new counties (LaPorte, Porter, Johnson, Morgan, Delaware, Grant, Howard, and Madison), with 
effective dates ranging from November 2003 to July 2004.  The current managed care plans are 
Harmony Health Plan, MDwise, and Managed Health Services.  

In January 2003, Indiana began Medicaid Select, a primary care case management program for 
aged, blind, and disabled Medicaid recipients.  Specific groups within the aged, blind, and 
disabled population are excluded from enrollment in the program, including persons in 
institutional care or in home and community based waivers, those in the breast and cervical 
cancer eligibility group, and certain persons eligible for both Medicaid and Medicare. 

5. Long Term Care 

Long term care services include an array of medical and non-medical services and supports for 
individuals requiring ongoing assistance with activities of daily living. Supports and services 
may include periodic physician visits or physical therapy, assistance with transportation, 
personal care in the workplace, and even homemaker or chore services.  Populations of 
individuals receiving long term care supports and services include persons age 65 and older 
and persons with disabilities including physical disabilities, mental illness, sensory disabilities 
(e.g., blind and/or deaf), traumatic brain injuries, and cognitive disabilities including mental 
retardation and related developmental disabilities.   

It is important to note that age and disability are not discrete categories in regard to individuals; 
someone may be over age 65 and have a disability. Additionally, some people with disabilities 
have multiple disabilities such as mental retardation and developmental disabilities and a 
mental illness or a physical disability and a sensory disability.  Many individuals who are 
receiving Medicaid-financed long term care services also are Medicare beneficiaries (i.e., dually 
eligible).   

a. Long Term Care Service Financing  

Increasingly, tight state budgets have left Medicaid programs throughout the country 
struggling to maintain the level of care provided  to current beneficiaries and to budget for 
growing demand from potential enrollees.  To address these challenges, every state has made 
alterations in its Medicaid program to contain costs.  Despite programmatic trimming, the 
national Medicaid budget shortfall in 2003 was $70 billion.42  Very few cost containment 
activities were focused on controlling spending on long term care services.  In fact, in the last 
year, Medicaid payment rates for nursing homes were increased in 33 states and many states 
pursued new, non-institutional services (see Table 2). 43  Indiana did not increase nursing home 
rates.  Overall spending on long term care services in 2002 was about $82 billion.44   

Medicaid is the key purchaser of long term care services.  On a national basis, Medicaid 
programs cover the care of nearly 70 percent of all nursing facility residents and finance over 50 

                                                      

42  Smith, Vernon et. al. "States Respond to Fiscal Pressures:  State Medicaid Spending Growth and Cost Containment in Fiscal 
Years 2003 and 2004,"  Kaiser Commission on Medicaid and the Uninsured, September 2003, pp. 2 and 32. 

43  Ibid. 
44  Schneider, Andy and Elias, Risa.  “Medicaid as a Long term Care Program:  Current Benefits and Flexibility,”  Kaiser 

Commission on Medicaid and the Uninsured,  November 2003, p. 4. 
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percent of the revenue base of the nursing home industry.  The federally administered Medicare 
program does not offer ongoing long term care services but, as noted above, many Medicare 
beneficiaries who are dually eligible for Medicare and Medicaid are using Medicaid-financed 
long term care services.  For these individuals, Medicare covers acute care services, such as 
visits to doctors’ offices and inpatient care, and short term rehabilitative stays in nursing homes, 
provided there was a prior related hospitalization.  Medicaid covers long term care services 
such as nursing home placements and other important services, such as pharmaceuticals, that 
Medicare does not cover.  

b. Long Term Care Service Delivery 

Long term care services are delivered under both mandatory and optional state Medicaid plan 
benefits.  See Table 2.  As state plan benefits, these services, both mandatory and optional, are 
considered an entitlement and must be made available statewide to all individuals found 
eligible within 90 days of application.  Certain exceptions apply, such as Targeted Case 
Management; states have special flexibility to “target” this benefit to particular populations 
and/or geographic regions.   

Table 2 
Medicaid Long Term Care Benefits 

Mandatory Items and Services Optional Items and Services 

Institutional Services Institutional Services 

Nursing facility services for persons over age 21 Intermediate care facility for individuals with mental 
retardation services 
Inpatient and nursing facility services for individuals 65 or 
over in an institution for mental diseases  
Inpatient psychiatric hospital services for individuals 
under age 21 

Noninstitutional Services Noninstitutional Services 

Home health care services for everyone entitled to 
nursing facility services 

Home health care services 
Case management services 
Respiratory care services for ventilator-dependent 
Individuals 
Personal care services 
Private duty nursing services 
Hospice care 
Services furnished under a PACE program 
Home and community-based services (under budget 
neutrality waiver) 

Source:  Schneider, Andy and Elias, Risa.  “Medicaid as a Long term Care Program:  Current Benefits and Flexibility,”  
Kaiser Commission on Medicaid and the Uninsured,  November 2003, p. 4. 
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In addition to state plan benefits, Section 1915(c) of the Social Security Act allows the federal 
Department of Health and Human Services to approve federal Medicaid matching payments for 
certain long term care services that would not otherwise qualify for federal financial support.  
Section 1915(c) waivers, typically called home and community-based services waivers, “waive” 
certain provisions of federal law.  Provisions of federal law which may be waived include: 

• The requirement that state plan benefits be made available statewide.  Waiver services 
may be targeted to certain parts of a state.  

• The requirement that state plan benefits must be provided to everyone who is found 
eligible.  Services designed and delivered in a home and community based services 
waiver program may be delivered to a limited number of individuals.  Stated another 
way, states may “cap” the number of waiver participants.   

• The requirement that state plan benefits must be made available to meet all of a 
beneficiary’s assessed needs and a state may not limit the scope or duration of services 
below any federal limitations.  In home and community based services waivers, states 
may define service limitations as long as the health, safety, and welfare of home and 
community based services waiver participants is guaranteed.  

Waivers do not create new eligibility groups.  Participants must be categorically eligible for 
Medicaid (i.e., over age 65, disabled, or a child with a special need).  Additionally, home and 
community based services waivers, and the services they include, are considered alternatives to 
institutional care, such as nursing homes.  Functional eligibility for a waiver must be associated 
with an institutional alternative such as a nursing home, hospital, or intermediate care facility 
for persons with mental retardation (ICF/MR).   

Waivers also are related to their institutional equivalents by costs.  Waiver costs may not exceed 
the cost of services had participants been served in an institutional setting. Waiver services are 
provided in participants’ homes and in the community, which includes workplaces.  All states 
except Arizona have at least one home and community based services waiver; today, Indiana is 
operating eight home and community based services waivers (see Table 3).  

c. Trends in Long Term Care Service Delivery 

From the 1960s, when Medicaid was established, through the early 1980s, the primary vehicles 
for long term care service delivery were institutional settings, such as nursing homes, ICFs/MR, 
and hospitals. Today, most states no longer solely emphasize institutional care and have 
developed or expanded non-institutional long term care services such as Medicaid-financed 
state plan option personal assistance services and home health care benefits, and home and 
community based services waivers.  States have pursued non-institutional system development 
to:   

• Honor consumer and family preference for home and community based services over 
institutional services; 
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• Pursue home and community based services development that, on average, is generally 
less costly than institutional services; and 

• Respond to the Supreme Court’s 1999 Olmstead decision.45  

Compared to other states, Indiana was late to begin offering home and community based 
services.  Most states began implementing home and community based services waivers in the 
early to mid 1980s; Indiana implemented its first home and community based services waiver in 
1989.  However, in recent years, the State has responded to consumer requests and now 
provides home and community based services through: 

• Eight Medicaid home and community based services waivers; 

• Medicaid financed home health care; and 

• A unique State general fund program called “Community and Home Options to 
Institutional Care for the Elderly” (CHOICE).  

Table 3 
Indiana Home and Community Based Services Waivers 

Waiver Service Population 

Aged and Disabled  Persons age 65 and older and persons with physical disabilities.  

Developmental Disabilities   Persons with mental retardation and developmental disabilities 
of all ages. 

Autism Persons with autism of all ages. 

Medically Fragile Children Children with long term, special health care needs. 

Traumatic Brain Injury Adults with brain injuries.  

Assisted Living Persons age 65 or older. 

Support Service Waiver Persons with mental retardation and developmental disabilities 
of all ages. 

Serious Emotional Disturbances Children with serious emotional disturbances. 

Source: OMPP 

These waivers allow persons in these populations to receive long term care services in their 
homes and communities rather than enter an institution or nursing facility that may or may not 
be close to their families.  While some waivers serve similar populations, each waiver has a 
distinct set of services and important policy goals and service outcomes.  Additionally, 
eligibility varies among waivers.  Waiver services may cost no more than their institutional 
equivalent and are typically characterized as less costly on average than institutional services.  
Figure E provides a snapshot of the State’s FY03 long term care expenditures. Of Indiana’s total 
long term care outlays, 76 percent were institutional costs in 2003.    

                                                      

45  In June 1999, the U.S. Supreme Court issued a ruling under the Americans with Disabilities Act (ADA) that requires states to 
provide long term care services in the most community integrated setting.   
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Figure E 
Total FY03 Long Term Care Outlays 

 

 

 

 

 

 

 

 

Source:  OMPP 

Although Indiana began developing home and community based services slightly later than 
other states, the State has made significant increases in the past two fiscal years, as shown in 
Figure F. 

Figure F 
Indiana Long Term Care Expenditure Trends 
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Despite this expansion in the area of home and community based services, Indiana continues to 
invest a significant amount of its Medicaid long term care budget in facility-based care.  In 
FY02, Indiana spent almost 84 percent of its long term care Medicaid dollars on facility-based 
services.  Compared to a sample of other states, Indiana’s investment in facility based services is 
notably higher, mostly due to services for persons with mental retardation and related 
developmental disabilities delivered in ICFs/MR.  Other states have significantly reduced use 
of these facilities (see Table 4).46   

Table 4 
FY02 Long Term Care Expenditures by type, in Millions of Dollars, for Selected States  

Distribution of 2002 Institutional Long Term Care Expenditures 

State Home and 
Community Based 

Services  
Total Institutional % Nursing 

Facility % ICFs/MR 

Kentucky 28% 72% 62% 10% 

Indiana 16% 84%47 60%48 24% 

Nebraska 31% 69% 62% 7% 

Washington  47% 53% 44% 8% 

Wisconsin 30% 70% 60% 10% 

Source:  Burwell, Brian. “Medicaid Long Term Care Expenditures 2002.”  The MEDSTAT Group.  

In Indiana, responsibility for long term care services is shared among several FSSA divisions.  
Most home and community based services waivers are operated and partially funded by the 
Division of Disabilities, Aging and Rehabilitative Services as well as a large state general fund 
program providing home and community based services called CHOICE.  The FSSA Division of 
Mental Health and Addiction administers certain Medicaid mental health rehabilitation 
services, which are in its budget.  Finally, ICFs/MR are licensed by an agency separate from 
FSSA, the Indiana State Department of Health, through a Memorandum of Understanding.  
Although the Department of Health is responsible for licensing, OMPP retains ultimate 
responsibility for the Medicaid program.  For more detail on the Medicaid implications of these 
administrative divisions, see Section III.A.   

6. Pharmacy  

As described above, outpatient prescription drug coverage is an optional service under 
Medicaid, but all states cover prescription drugs for their categorically eligible beneficiaries.  
Because the prescription drug benefit is one of the most widely utilized services and the fastest 
growing components of Medicaid expenditures, states have been paying particular attention to 

                                                      

46  Comparison states were selected according to the following criteria:  a) Kentucky, Nebraska and Wisconsin are regional 
comparisons; and b) Washington, as well as Wisconsin, were selected because they are considered leaders in long term care 
service delivery innovations.  

47 As reflected in Figure E on page 19, in FY03, total institutional spending was 76 percent, down from 84 percent in FY02.  FY02 
numbers were used for comparison purposes because only FY02 was available for states other than Indiana.   

48  Nursing facility use decrease between 2002 and 2003 but ICF/MR remained approximately the same.  
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it over the past several years.  For FY04, overall total Medicaid spending is expected to increase 
on average by 8.2 percent.49  In contrast, Medicaid prescription drug spending is projected to 
increase 13.8 percent during the same period.50  In 2003, Medicaid prescription drug spending is 
estimated to account for 12 percent of overall Medicaid spending,51 up from 9 percent in 2001.52   

The increase in drug spending has been driven by a combination of increased drug utilization 
and increased costs per prescription primarily as a result of the introduction of newer, more 
costly drugs.  Drug spending also has increased as the population has aged.  Nationwide, the 
aged, blind, and disabled population accounted for roughly 85 percent of Medicaid drug 
spending while only accounting for 27 percent of Medicaid beneficiaries.53  Despite the rapid 
increase in costs, state Medicaid programs remain committed to preserving the prescription 
drug benefit.  As states are facing tight budgets, every state has implemented or is planning 
Medicaid pharmacy cost containment in FY04.54   

Medicaid drug expenditures vary greatly across the 50 states.  A Lewin comparison of 
estimated per member, per month Medicaid pharmacy spending for the aged, blind, and 
disabled population in FFY02 produced a statewide range from $112 to $246,55 as explained in 
more detail in the pharmacy analysis section.56  One of the most contentious debates nationally 
is whether pharmacy costs can be controlled most effectively by capitating managed care 
organizations or carving the benefit out of managed care.  When the pharmacy benefit is 
provided by the state under fee-for-service, the state is guaranteed a federally mandated rebate 
based on the “best price” from the manufacturer.  This rebate provided by manufacturers back 
to the state is substantial and averages approximately 20 percent.  If the pharmacy benefit is 
carved into managed care, the state no longer receives this rebate.  However, when managed 
care organizations are at-risk, they are highly motivated to tightly control drug utilization and 
spending.  The MCOs generally receive some rebates and group purchasing discounts by 
contracting out to a pharmacy benefits manager.  The MCOs also can implement stricter cost 
containment strategies (e.g., restricting access to high cost drugs, reducing utilization)  that are 
not available to the states due to federal law or other political realities.  MCOs can also affect 
prescribing patterns through their contract relationships with their network providers.  Thus, 
MCOs can also realize savings in pharmacy even though they do not have access to state prices.   

In the 2002 Lewin study, Arizona had the lowest per member, per month cost at $112.  Arizona 
delivers nearly all of its Medicaid services for all populations through capitated managed care, 
and its success in managing the pharmacy benefit is due in part to its long history of managed 
care.  While there is no direct correlation between drug spending and enrollment of Medicaid 
eligibles in MCOs, a survey of state Medicaid pharmacy directors in 2002 revealed that average 
                                                      

49  “States Respond to Fiscal Pressure: A 50-State Update of State Medicaid Spending Growth and Cost Containment Actions,” 
Kaiser Commission on Medicaid and the Uninsured (KCMU), January 2004. 

50  “Medicaid Outpatient Prescription Drug Benefits: Findings from a National Survey,” KCMU, December 2003. 
51  Ibid. 
52  “The Medicaid Program at a Glance,” KCMU, 2003. 
53  “Medicaid Outpatient Prescription Drug Benefits: Findings from a National Survey,” KCMU, December 2003. 
54  “States Respond to Fiscal Pressure: A 50-State Update of State Medicaid Spending Growth and Cost Containment Actions,” 

KCMU, January 2004. 
55  These amounts reflect rebates provided by manufacturers are part of the Medicaid best price program. 
56  “Analysis of Pharmacy Carve-Out Option for the Arizona Health Care Cost Containment System.”  Study performed on behalf 

of the Center for Health Care Strategies by The Lewin Group. 
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annual drug spending per beneficiary for states with high MCO enrollment was $586, well 
below the $669 national average.57   

A few states have chosen to maintain a fee-for-service pharmacy benefit, but have implemented 
a variety of their own management techniques to control pharmacy costs.  Nearly half (18 out of 
43) of the states in a recent survey reported using a Preferred Drug List to direct pharmacy 
utilization toward the most clinically appropriate and cost-effective drugs.58  Almost all states in 
the survey reported limiting the day-supply that can be dispensed at any one time.59  Such 
states as Florida and Michigan have pursued even greater price discounts by negotiating 
supplemental rebates from the manufacturer in return for placement of the manufacturer’s 
drugs on the preferred drug list.   

Indiana uses both approaches for delivering the pharmacy benefit.  For persons in the 
fee-for-service (FFS) and primary care case management (PCCM) programs, the State 
administers the benefit directly.  For persons in risk-based managed care (RBMC), the benefit is 
administered by the managed care organizations, which are at full risk. 

Historically, Indiana’s pharmaceutical expenditures have been high compared to those in other 
states’ Medicaid programs.  Indiana’s per-member, per-month cost was $228, compared to the 
national average of $181.  Based on actual FFY02 OMPP pharmacy data, Indiana’s 
pharmaceutical expenditures for the aged, blind, and disabled population are among the 
highest in the nation.   

In the past few years, Indiana has implemented several pharmacy cost containment initiatives 
for persons receiving the benefit on a fee-for-service basis.  In 2002, the state began requiring 
prior authorization on certain drugs and later implemented a preferred drug list.  Indiana has 
contracted ACS State Healthcare as its pharmacy benefits manager to assist in drug utilization 
review, audit claims, handle prior authorization requests, and review provider prescribing 
patterns.  The state has also implemented a 34-day supply limit for non-maintenance 
medications.  These cost containment initiatives are described in more detail in Appendix A. 

C. Current Cost Containment Efforts 

A key component of our analysis in this project is an understanding of current cost containment 
activities in Indiana, as well as those that were proposed but have not been implemented.  This 
section first provides the national context for Medicaid cost containment, followed by a 
description of Medicaid cost containment activities undertaken by Indiana Medicaid, as well as 
an overview of strategies OMPP considered but did not implement.  The lessons learned from 
these attempts will provide a deeper understanding of the environment in Indiana.   

Savings in a Medicaid program fall into two broad categories: cost recoveries and cost 
avoidance.  Cost recoveries are funds that have been recouped by the Medicaid agency and its 
contractors for various reasons, including incorrect payments or fraudulent billing.  Cost 
                                                      

57  “PBM Medicaid Program Promise: May 2002 Drug Cost Management Report,”  Survey performed by Atlantic Information 
Services, Inc on behalf of Pharmacy Benefit InsiderTM. 

58  “Medicaid Outpatient Prescription Drug Benefits: Findings from a National Survey,” KCMU, December 2003. 
59  Ibid. 
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avoidance is calculated by determining future costs that the Medicaid agency is projected to 
incur in the absence of the cost containment activity as compared with projected costs assuming 
the implementation costs of the particular cost containment initiatives.  The majority of 
Indiana’s current initiatives focus on cost avoidance, as described later in this section.  

1. State Cost Containment Activities 

Today many states, including Indiana, are experiencing serious financial constraints due to 
declining state revenues and rising costs of state services.  Serious state fiscal problems began in 
FY02, with the national recession and a drop in state tax revenues.  In addition, weak job 
growth has forced more people to turn to Medicaid for health care.  States were helped with 
temporary relief from the federal government and were able to use one-time funds, such as 
tobacco settlement funds, to fill budget gaps.  However, these options have run out, and 
although states are facing slightly improved fiscal conditions, it is not enough to maintain the 
expected growth in Medicaid spending.   

States are seeking options for reducing expenditures and gaining efficiencies in order to meet 
the increasing financial pressures they face.  In all states, Medicaid is a major cost driver in the 
state budget and therefore receives considerable attention when states are attempting to reduce 
expenses.  In Indiana, Medicaid comprises approximately 11 percent of the total State budget, 
which is comparable to other states.60 

According to a national study funded by the Kaiser Family Foundation,61 states have used 
numerous strategies to reduce Medicaid spending growth, including reducing provider 
payments, restricting eligibility and benefits, and increasing beneficiary co-payments.  While 
these activities have helped the fiscal situation for many states, there are still budget crises 
across the country.  In May 2003, Congress enacted a law that provided $20 billion in temporary 
federal fiscal relief to all states, partially through an increase of about three percentage points in 
the proportional share of total Medicaid program costs borne by the federal government.  
However, states anticipate a significant adverse impact when this temporary relief expires in 
June 2004.  Indiana’s federal medical assistance percentage (FMAP) will decrease from 65.3 
percent in federal FY04 to 62.8 percent in FY05. Based on OMPP estimates, this will result in an 
increase of $146 million in State spending. 

All 50 states and the District of Columbia are undertaking Medicaid cost containment plans in 
FFY04.62  Specific activities include:  

• provider rate reductions or freezes (39 states);  

• prescription drug actions, including implementing or expanding a preferred drug list, 
prior authorization, supplemental rebates from manufacturers, long term care 
pharmacy initiatives, utilization controls, limited prescriptions per month, contracting 

                                                      

60  OMPP data and 2000-2001 State Health Care Expenditure Report, National Association of State Budget Officers. 
61  Smith, V., Ramesh, R., Gifford, K., Ellis, E., Wachino, V., and O’Malley, M. “States Respond to Fiscal Pressure: A 50-State 

Update of State Medicaid Spending Growth and Cost Containment Actions,” Kaiser Commission on Medicaid and Uninsured, 
January 2004. 

62  “States Respond to Fiscal Pressure, a 50 State Update of State Medicaid Spending Growth and Cost Containment Actions,” 
Kaiser Commission on Medicaid and the Uninsured. 
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with a pharmacy benefit management vendor, and/or reducing payments for drugs (43 
states);  

• benefit limits or eliminations, including eliminating adult vision and dental care and 
behavioral health services (17 states);  

• eligibility cuts and restrictions (18 states);  

• beneficiary copayments, including copays for emergency department visits and 
prescription drugs (21 states);  

• managed care expansions (13 states);  

• disease management implementation and expansion (19 states); and  

• long term care reduction, including using more home and community based services 
and less institutional care (14 states).   

With the exception of eligibility cuts, Indiana has implemented some form of all the strategies 
listed above.   

2. Current Initiatives in Indiana 

Indiana expects to save approximately $381 million (State dollars) in Medicaid medical costs as 
a result of its cost containment activities during FY04 and FY05.  These savings are expected to 
total $158.4 million in FY04 and $222.8 million in FY05.63     

A summary of selected cost containment initiatives with OMPP projected savings is included in 
the following table.  In Appendix A, for each current Indiana initiative, we provide projected 
savings, a brief description, and, to provide context for the savings, the costs for each relevant 
program.  It is important to note that these savings estimates were calculated by OMPP and 
represent projected savings.  For initiatives beginning in FY02 and FY03, Indiana Medicaid has 
realized savings; however, due to the nature of the Medicaid program, it is very difficult to 
quantify the savings or to attribute them to a specific cost containment initiatives.  Savings 
estimates are provided for FY02 to FY05, or from the beginning of the initiative. 

                                                      

63  OMPP January 2004 Expenditure Forecast. 
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Table 5  
Current OMPP Cost Containment Efforts Fiscal Year 2005 

Cost Containment Initiative Estimated Savings in 
Millions (State Funds) 

Estimated Savings in 
Millions (Total State and 

Federal Funds) 
Hospital Reimbursement Changes $10.6 $28.5 
Hoosier Healthwise Managed Care $11.8 $31.7 
Medicaid Select Managed Care $3.4 $9.1 
Disease Management $7.1 $19.1 
Nursing Home Initiatives  $39.1 $105.1 
Pharmacy $42.0 $112.8 
Continuous Eligibility for Children $16.6 $44.6 
Other Eligibility Changes $7.2 $19.3 
Payment Integrity Program $3.0 $8.1 
Medicare Cross-Over Reimbursement $35.0 $94.0 

Source:  OMPP 
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III. OPPORTUNITIES FOR ADDITIONAL SAVINGS 

The following program areas have been identified in our analysis as presenting opportunities 
for savings to Indiana’s Medicaid program.  Many of the recommendations build on areas that 
OMPP has already pursued.  For example, OMPP has realized significant savings from 
increasing mandatory managed care in recent years; we recommend considering broader 
expansion to save additional dollars.   Similarly, OMPP has made strides in pharmacy 
containment and has been able to maximize federal match funds with revenue enhancement 
strategies.  Indiana has been successful in increasing home and community based services, but 
should now turn its attention to cost savings in this area.  Pursuing any or all of these strategies 
requires significant effort on the part of OMPP, and Indiana’s current resources (both financial 
and staff time) need to be considered as Indiana moves forward.  The savings presented 
throughout this section represent State dollars (the federal match is not included in these 
estimates).  The total savings to the Medicaid program are considerably larger when the federal 
and state shares are combined.  Also, savings estimates have been trended forward, and 
represent estimated savings for FY05.   

It is important to note that these options are presented as a menu of savings opportunities for 
Indiana to consider.  If multiple initiatives are implemented simultaneously, the total savings 
will not be an aggregate of the savings estimates included in the analysis, because each area of 
Medicaid is so inter-related.  In other words, a combination of these savings opportunities 
would have differing budgetary impacts than simply the aggregate of each initiative. 

A. Long Term Care  

Despite increases in the provision of its home and 
community-based services (HCBS), Indiana 
continues to invest a significant amount of its 
Medicaid long term care budget in facility-based 
care.  In FY03 Indiana spent approximately 76 
percent of its long term care Medicaid dollars on 
facility-based services.64  Compared to other states, 
two key features of Indiana’s use of facility-based 
services stand out.  First, Indiana maintains high 
bed capacity in its nursing homes and, second, 
Indiana continues to heavily use intermediate care 
facilities for persons with mental retardation (ICF/MR) services, a benefit that many other states 
have scaled back significantly.  

                                                      

64  Lewin calculation using OMPP January 2004 Budget Forecast Report. 

Observations and Opportunities  

 Indiana has more nursing home capacity than 
the State will need in the foreseeable future. 

 Indiana could concurrently reduce nursing 
home capacity and grow HCBS capacity. 

 Balancing HCBS growth, while concurrently 
implementing nursing home capacity 
reductions, could yield Medicaid savings of up 
to $15 million per year with the permanent 
closure of 2,000 nursing home beds. 
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1. Nursing Home Bed Capacity 

As in all states, the growing number of Hoosiers of advanced age will strain the State’s long 
term care system in the future without significant changes in how Indiana provides these 
services.  To meet mounting demand, states and long term care stakeholders have pursued the 
development of HCBS waivers based on evidence that providing services in clients’ homes and 
communities is less costly than facility based care.  Consumer preferences for the delivery of 
long term care services in their homes and 
communities has been well documented.  

Most states and consumer advocacy organizations 
assert that the substitution of HCBS for 
institutional services provides savings.67  However, 
many in the long term care field point out that 
comparisons of HCBS program costs and 
institutional costs are inherently difficult due to 
complex funding streams, differing administrative 
infrastructures, as well as differing organization 
and delivery of services.  Others point to the 
differences between the populations served in each 
program (i.e., nursing facility residents have 
greater needs than HCBS waiver participants).68  It 
is important to point out, however, that critics of HCBS cost-effectiveness analysis acknowledge 
that research also has documented cost savings generated by increasing HCBS capacity while 
also reducing the use of institutional services.69, 70  

Indiana, like its peer states, has taken steps to grow its HCBS capacity in response to both 
consumer requests as well as evidence that HCBS programs are less costly in the aggregate.  
However, despite HCBS program development, Indiana has not taken as many steps to reduce 
nursing home use as some of its peer states and continues to invest a significant amount of its 
Medicaid long term care budget on institutional care.  The lack of institutional service 
utilization controls has negative implications for any savings generated by increased HCBS 
spending.  Indiana should consider additional steps to reduce its nursing home bed capacity, 
thereby reducing its investment in institutional care, to complement its HCBS expansions.  Such 
steps would yield savings in the total long term care budget.   

                                                      

65  Weiner, Joshua, and Stevenson, David. “Long-Term Care for the Elderly: Profiles of Thirteen States,”  The Urban Institute,  
August 1998. 

66  Personal communication with Washington State staff.  
67  Doty, Pamela.  “Cost Effectiveness of Home and Community-Based Long Term Care Services,”  U.S. Department of Health and 

Human Services Assistant Secretary for Planning and Evaluation,  2000.  
68  “Issues of Cost Effectiveness for Home and Community-Based Services for Long term Care,”  American Health Care 

Association (AHCA), December 29, 2003.   
69  Doty, Pamela. 2000.  
70  Without complementary changes in institutional services, research suggests that an expansion of HCBS programs is more likely 

to increase rather than decrease total long term care costs.  The key reason noted is the so-called “woodwork effect.”  Under this 
argument, individuals who otherwise would forego nursing home services and rely on unpaid family caregivers will accept 
publicly financed community-based options.  Meanwhile, nursing home beds will continue to be filled by others who are 
willing to accept publicly financed nursing home services. 

Other States’ Experiences 

Research in three states, Colorado, Oregon, and 
Washington, has provided encouraging 
information on the cost-effectiveness of HCBS 
when coupled with institutional cost control 
measures.  A 1998 study of Colorado’s Elderly, 
Blind and Disabled waiver found considerable 
savings to the state and highlighted a drop in the 
proportion of Colorado’s population in nursing 
homes that was faster than the national average 
rate of decline.65  Washington State reports $23 
million in FY03 savings related to the provision of 
HCBS in place of nursing facility services.66 
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a. Indiana’s Nursing Home Capacity Exceeds Current Demands 

Currently, there are 386 nursing homes with Medicaid licensure; in FY03, the State spent 
approximately $780 million on nursing home services and the projected growth in Medicaid 
expenditures is approximately four percent for FY04 through FY05.  Indiana is ranked the 
twelfth highest state for number of nursing home beds per 1,000 residents age 65 and older (i.e., 
67 beds per 1,000); the national average is 54 beds per 1,000.71  Historically, Indiana has had one 
of the highest levels of bed capacity in the nation.72  At the same time, Indiana has had a low 
average nursing home occupancy rate; in 2001, the occupancy rate was approximately 76 
percent.  Recent OMPP data indicates that the statewide average occupancy rate is now up to 
84.7 percent; the national average is approximately 85 percent.  However, Indiana continues to 
have more nursing home beds than most states and more than it needs to meet current demand.  

b. Excess Institutional Capacity and Implications for Long Term Care Spending 

To achieve savings in long term care spending, states must consider all long term care programs 
at the same time.  Savings are achieved by simultaneously growing HCBS service options while 
at the same time containing or reducing institutional spending.  Without strategies to limit 
institutional service utilization coupled with HCBS expansions, increases in community-based 
programs result in greater overall long term care costs because institutional spending remains at 
current levels or increases.   

As noted earlier, Indiana has made substantial strides in HCBS growth.  However, the State 
currently has few mechanisms in place to reduce institutional service growth and utilization as 
HCBS options are increased.  These strategies, sometimes referred to as “back-fill” prevention 
strategies,  are intended to prevent nursing home expenditures from growing or remaining at 
previous levels.73  Indiana does not have a “certificate of need” rule under which nursing home 
providers must obtain approval before initiating an expansion of services.74  The State also does 
not require providers to remove unused beds from service.   

However, OMPP recently implemented a new minimum occupancy standard.  As of July 2003, 
the standard increased from 65 percent to 85 percent (see Appendix A).  By requiring nursing 
homes to maintain an 85 percent minimum occupancy standard, fewer beds will remain 
unused.  Reducing unused beds can reduce the per diem costs of nursing home care and 
thereby reduce total Medicaid costs.  Additionally, Indiana no longer reimburses nursing homes 
with occupancy levels below 90 percent for days residents are not present (i.e., bed hold day 
payments).75  Like many states, Indiana also is exploring strategies to “divert “ people from 

                                                      

71  Harrington, C.  “Across the States, Profiles of Long Term Care 2002.”  Fifth Edition.  AARP Public Policy Institute.  
72  Coleman, B. “Limiting State Medicaid Spending on Nursing Home Care, 1997,” AARP Public Policy Institute.   
73  On August 17, 2004, the federal Centers for Medicare and Medicaid Services (CMS) released a State Medicaid Directors’ Letter  

(SMDL 04-005) highlighting the role of back-fill and back-fill prevention strategies in State efforts to shift long term care service 
provision from institutional to HCBS settings.  

74  As recently as 1998, Indiana did operate a Certificate of Need (CON) program but it was eliminated based on concerns that the 
program was not meeting its intended purpose of eliminating excess capacity and may have been creating quality of care issues.  
Additionally, a July 2004 federal report on strategies that encourage economic competition in the health care marketplace 
suggests that CON programs could present problems rather than solutions for states endeavoring to reduce long term care 
costs.  

75  See Appendix B on the Current Containment Efforts section of this report for more detail.  
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nursing home placement to home and community based service settings as well as transition 
current nursing home residents who wish to return home back into their communities.  In FY03, 
Indiana successfully diverted 313 individuals from nursing home placement into home and 
community-based placements; an additional  49 individuals transitioned from nursing homes 
back into the community where they receive community based supports.  

Medicaid Opportunities and Observations 

Despite the nursing home cost containment efforts in place, Indiana continues to maintain a 
high nursing home bed capacity – far more bed capacity than is currently needed or will be 
needed in the foreseeable future.  This excess 
capacity exposes Indiana to back-fill and reduces 
any savings that might have been realized from the 
HCBS growth.  Several states, such as Nebraska, 
have taken steps to prevent back-fill by closing 
nursing home beds permanently and converting 
those resources, both service dollars and capital, 
into community-based assets.  Indiana could 
implement a similar process, build on its transition 
and diversion programs, discussed above, and 
permanently close beds while converting those 
resources to HCBS assets.  A possible method for 
estimating Indiana Medicaid savings that could be 
gleaned from nursing home bed closure is 
discussed below.  

Given that there exists room for bed closures and 
conversion of resources to community based care, 
Lewin modeled the potential effects of permanently 
closing beds and diverting the population to HCBS.  
The overall result of diverting individuals from 
nursing home settings is two-fold.  First, the 
average acuity level and cost per person of those 
remaining in the nursing homes will likely increase 
as individuals with less intense service needs move into HCBS settings.  Second, persons who 
were diverted from the nursing homes will receive home and community based services at a 
cost to Medicaid.  Lewin developed a model based on data from OMPP on the increase in 
nursing home cost per bed day, as well as savings estimates based on annual per person costs 
from the Aged and Disabled waiver CMS-372 report.  

To illustrate potential savings related to bed closure, Lewin estimated total savings for scenarios 
based on differing numbers of nursing home bed closures – 200, 500, 1,000, and 2,000.  Savings 
are determined by calculating the difference between nursing home costs had these individuals 
been served in facilities and the costs associated with serving them in the community under the 

                                                      

76  “Nursing Facility Conversion Grant Program, 2001 Annual Report,”  Nebraska Health and Human Services System, January 
2002. 

Nebraska’s Experience 

In 1998, the State of Nebraska launched a 
groundbreaking program called the “Nursing 
Facility Conversion Cash Fund.”  The Fund 
established a grant program for existing nursing 
facilities to convert to assisted living and other 
alternatives to nursing facility care such as respite 
and adult day care services, all services are 
provided under the State’s Aged and Disabled 
Medicaid Waiver.  The cornerstone assumption for 
the initiative was that conversion to HCBS would 
reduce the cost of providing care to Medicaid 
eligible individuals.   

In rural areas of Nebraska, where the majority of 
grants were awarded, the average daily cost to 
Medicaid for nursing facility care is $68.  
Medicaid costs incurred using the waiver’s 
assisted living benefit, for an analogous 
population, are $37 per day, resulting in a $31 
per day/per client savings to the Medicaid 
program.  These savings, in turn, provide a 
sustainable source of revenue to replenish the 
Nursing Home Conversion Cash Fund.  In 2001, 
annual Medicaid savings at $31 per day totaled 
$5.5 million dollars.76 
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Aged and Disabled waiver.  Savings related to serving people in the community rather than in 
nursing facilities must be tempered with the acuity of individuals who continue to be served in 
nursing homes by subtracting increased service costs related to acuity for nursing home 
residents from potential savings.  

To identify the savings from providing services under the Aged and Disabled waiver rather 
than nursing homes see Table 6.  These savings are reduced by the potential increase in acuity 
for those individuals in the nursing homes.  These savings estimates do not include 
administrative costs related to diversion activities including case management and benefits 
counseling, nor do they account for potential increases in state plan service utilization for 
diverted individuals if they are new Medicaid enrollees.   

Table 6 
Model of 2010 Savings (State Dollars) Due to Diverting Clients from Nursing Homes and 

Permanently Closing Beds (in millions using FY 2003 figures) 

Scenario 1 Scenario 2 Scenario 3 Scenario 4 
Number of Clients 200 500 1,000 2,000 
Total Costs for Persons in Nursing 
Homes $3.8 $9.5 $19.0 $38.0 

Total Costs for Persons Diverted to 
Waiver Services  $1.5 $3.03 $6.06 $15.2 

Subtotal: Gross Savings in 
Long Term Care Services as a 
Result of Diversions  

$2.3 $6.5 $12.9 $22.8 

Increase in Nursing Home Costs 
for Remaining Residents $0.8 $2.0 $3.9 $7.6 

Total: Net Savings in Long 
Term Care Services as a 
Result of Diversions  

$1.5 $4.5 $9.0 $15.2 

Source:  Lewin analysis   

Work related to the permanent closure of nursing home beds under any of the scenarios above 
must be considered against the following backdrop:  

• It is likely that costs associated with diversion activities would consume any service 
related savings under scenario one and a significant portion of scenario two; the State 
would not likely achieve notable savings unless it closed 1,000 or more beds as under 
scenarios three and four.  

• The Indiana State Department of Health (ISDOH), a separate state agency, is responsible 
for licensure and certification.  OMPP, housed in FSSA, would need to partner closely 
with ISDOH to de-license beds and remove them permanently from use.   

• And, finally, the administrative costs related to NF bed closure and HCBS expansion, 
including quality management systems enhancement, service provider capacity growth 
and training, as well as administrative systems changes, would be significant.   
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2. Intermediate Care Facilities for Persons with Mental Retardation 

Intermediate care facilities for persons with mental retardation (ICFs/MR) services also are 
provided under a state Medicaid plan option.77  In FY02, state Medicaid programs across the 
country funded 6,615 ICFs/MR.  These facilities provided care to approximately 110,572 
individuals at a nationwide total cost of $10.7 billion.78   

a. Indiana’s ICF/MR Spending Remains High 

Indiana served approximately 4,981 individuals in 
480 ICFs/MR (both public and private) in 2002.79  
Cumulatively, in 2002, the State spent $343 million 
for these services at an average annual cost of 
$95,746 per resident.80  ICFs/MR, in small or large 
facilities, are more costly service settings than 
community-based alternatives.   In Indiana, 
ICF/MR services cost approximately $14,000 more 
annually per person than services delivered under 
the Developmental Disabilities HCBS waiver.81   

Since 1999, Indiana has closed three large ICFs/MR with a total of 227 beds; the State also has 
plans underway to close one of its largest ICFs/MR, Muscatatuck, but will continue operating 
five others.  Despite closure of large facilities, Indiana invests heavily in small ICFs/MR, 
approximately $245.5 million in FY02; these small ICFs/MR are the primary cost drivers.   

Nationally, in FY02, Indiana had the ninth highest per capita expenditure level for ICFs/MR 
(see Figure G).   

                                                      

77  Since 1965, with the inception of the Medicaid program, states have been able to reimburse “skilled nursing facilities” (SNF), 
more commonly known as nursing homes, with Medicaid funds.  Access to SNFs is a state plan benefit, which provides 
ongoing, professional medical care for categorically eligible individuals.  In the late 1960’s government officials noted 
skyrocketing nursing home costs and enrollment.  Studies on nursing homes indicated that many residents were receiving far 
more “medical” care than they actually needed, since many of the patients’ needs did not require a licensed medical 
professional, but were more custodial in nature (help with hygiene, eating, etc.).  In subsequent refinements of the governing 
federal statute, “intermediate care facilities” (ICFs) were established to provide some intensive services blended with custodial 
services; at the time of these changes, special provisions were included for facilities for persons with mental retardation and 
related developmental disabilities.  Since the provision of ICF/MR services is a state plan benefit, it is an entitlement and all 
individuals who meet the functional and financial eligibility tests must be provided the service.   

78  Prouty, R.W., Smith, G., Lakin, K.C.  “Residential Services for Persons with Developmental Disabilities: Status and Trends 
Through 2002,” University of Minnesota, June 2003.   

79  Indiana reimburses two types of facilities under its state facilities for persons with mental retardation benefit; they are 
community residential facilities for the developmentally disabled  and Intermediate Care Facilities for the Mentally Retarded 
(ICFs/MR).  For purposes of this report, the term “ICF/MR” includes community residential facilities for the developmentally 
disabled. 

80  Prouty, R.W., Smith, G., Lakin, K.C.  “Residential Services for Persons with Developmental Disabilities: Status and Trends 
Through 2002,” University of Minnesota, June 2003. 

81  OMPP projects increases in MR/DD HCBS waiver spending will narrow the difference in spending between ICF/MR 
expenditures per person and costs per person in the MR/DD waiver.   

Observations and Opportunities  

 Unlike most states, Indiana continues to 
heavily rely upon ICF/MR services. 

 Indiana could reduce ICF/MR capacity and 
grow HCBS capacity for persons with MR/DD. 

 Balancing HCBS growth with concurrent 
implementation of ICF/MR capacity reductions 
could yield Medicaid savings of up to $43 
million per year. 
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Figure G 
Top Ten States with Highest Average Per Capita Expenditures for ICF/MR82 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source:  UMN Institute on Community Inclusion 

In national comparisons, Indiana also was the tenth greatest overall spender on ICF/MR 
services and ranked seventh in total number of persons served in ICF/MR.  It is important to 
note that ICF/MR consumes more of Indiana’s overall Medicaid budget than any other states’ 
budget except Ohio and Illinois (see Table 7).    

Table 7 
Top Ten ICF/MR Expenditure States  

State FY02 Outlay 
Percent of Overall 

Medicaid 
Expenditures 

Rank in ICF/MR 
Expenditures as a 

Percent of Medicaid 
Expenditures 

Ohio  $931,916,136 9.50% 1 

Indiana  $343,222,891 7.80% 2 
Illinois  $695,913,250 7.80% 3 

Louisiana  $359,384,839 7.30% 4 

North Carolina  $416,422,558 6.10% 5 

New York  $2,201,916,467 6.10% 6 

New Jersey  $462,968,767 6.00% 7 

Texas  $771,325,842 5.70% 8 

Pennsylvania  $497,866,539 4.10% 9 

California  $554,399,151 2.40% 10 

Source:  The MEDSTAT Group, Inc.  

                                                      

82  Ibid 
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b. ICFs/MR Reimbursement Methodology Presents Difficulties  

Indiana Medicaid currently covers services for persons with mental retardation and/or 
developmental disabilities in small, private facilities (e.g., one to eight residents each).  Small 
ICFs/MR are licensed by the number of staff support hours needed by residents, either adults 
or children.  Residents in ICFs/MR licensed for a high number of service hours have more 
intense service needs.  Residents with lower staff hour needs may reside in residences with 
higher licensure levels but if a resident’s needs exceed the residence’s licensure level, and 
therefore reimbursement rate, a request for an increase in staffing hours must be submitted to 
the FSSA Bureau of Developmental Disability Services (BDDS), housed within the Division of 
Disability, Aging, and Rehabilitative Services (DDARS), which makes its own determination of 
needed hours.  At least 51 percent of residents in a small ICF/MR must meet the residence’s 
licensure category.  

If BDDS agrees with the provider’s assessment and the resident’s needed hours of service 
exceed the ICFs/MR licensure level, a request must be sent to OMPP for review and approval 
or denial.  If the request for increased staffing hours is denied, the provider is notified by 
OMPP;  if the request is approved, OMPP notifies BDDS in writing.83   

It is important to note that the ICFs/MR providers conduct the residents’ assessments that 
determine the needed number of staff hours; assessments are generally conducted only once or 
when a resident moves or if a licensure change is needed.  However, providers also conduct 
“status quo” reviews and submit reports indicating that there has been no change in an 
individual’s service needs.  This reimbursement system creates an array of difficulties including 
the following:   

• Because reimbursement to small ICFs/MR is related to the number of hours they are 
licensed to provide, there is a disincentive to update resident assessments if staffing 
needs diminish;  

• Conversely, there is an incentive for providers to assess residents for higher levels of 
service needs;  

• Because service plans are based on infrequent assessments and “status quo” reports, 
plans may become obsolete and fail to meet an individual’s changing needs; and  

• If a consumer is reassessed to need more than the current provider, the individual 
could have to move to an ICF/MR that offers the appropriate level of service.  Such 
moves are both disruptive to the consumer and create an additional disincentive to 
ICF/MR providers to report changes in service needs since they would lose bed days 
and revenue while one consumer moves out and another moves in.   

Under a separate contract with OMPP, Clifton Gunderson LLC audits ICFs/MR at least once 
every three years.  OMPP staff report that the number of hours needed by small ICFs/MR 
residents is often disputed by providers and reviewers.   

                                                      

83  405 Indiana Administrative Code 1-12.  
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In larger ICFs/MRs, the privately operated facilities have only a single staffing level and use an 
institutional model for rate setting.  Large Wtate operated ICFs/MR are reimbursed on cost 
basis and payment is prospective with a cost adjustment at year’s end.  In FY03, the daily rate in 
Fort Wayne was $499 a day while in Muscatatuck the daily rate was $605 per day; both of these 
state facilities are currently undergoing downsizing.  Costs at Fort Wayne and Muscatatuck are 
likely to remain high as the Fort Wayne census drops and Muscatatuck closes; costs will be 
driven by dwindling census numbers and overhead and capital costs.  It is important to 
reiterate that Indiana ICF/MR costs are driven by small ICFs/MR, and not by large facilities 
like Muscatatuck.  

Medicaid Opportunities and Observations 

Despite growth in Medicaid HCBS waivers and closure of large ICFs/MR, Indiana continues to 
spend considerably more on small ICF/MR services than other states.  The State might consider 
these options: 

• Change the reimbursement methodology for small ICFs/MR from a setting-based 
system to a case rate associated with the individual’s service needs;84 and 

• Require that assessments of ICF/MR residents be conducted annually and that service 
plans be updated based on these assessments.  Assessments should not be conducted 
by the ICF/MR providers.  

Finally, in the early 1990s Ohio implemented a HCBS waiver converting many small ICFs/MR 
to HCBS waiver settings.  In FY02, Indiana served 3,626 individuals in small, private facilities 
with one to fifteen beds at an annual cost of $243 million – the bulk of the State’s ICF/MR 
outlays.  The remainder, approximately $100 million, covered services in the few, remaining 
state facilities and small state operated ICFs/MR.  If Indiana converted a portion of small, 
private beds from ICF/MR funding to HCBS waiver funding under a plan similar to Ohio, the 
State could potentially achieve savings in service dollars.85   

To calculate possible savings from converting some ICF/MR beds to HCBS waiver service slots, 
Lewin developed four scenarios.  Lewin first estimated the annual costs of 500, 1000, 1,500, and 
2,386 ICF/MR beds by multiplying the number of beds and related per diem.   

In the second step, Lewin compared the annual costs for each number of ICF/MR beds with 
costs under the Developmental Disabilities HCBS waiver (see Table 8).  Services on this waiver 
are considered to be equivalent to ICF/MR level of care and, in fact, Developmental Disabilities 
waiver participants must meet the ICF/MR eligibility requirements to enter the waiver.  

                                                      

84  Indiana is currently exploring a case rate payment method.  
85  OMPP notes that in some instances small ICF/MR costs are less costly than HCBS waiver;  further study should be considered 

regarding HCBS congregate living  service costs  for persons with MR/DD and ICF/MR services.   
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Table 8 
Potential Savings (State Dollars) from ICF/MR Bed Conversions to DD Waiver (using FY 

2003 figures) 

ICFs/MR 
Beds Closed Bed Days Annual ICFs/MR 

Costs per Year 
Annual Costs 

Under DD Waiver 
Conversion86  

Potential Savings 
in Service Dollars 

Scenario 1  50087  36588 $31,410,075 $26,350,000 $5,060,075 

Scenario 2 100089  365 $62,820,150 $52,700,000 $10,120,150 

Scenario 3 1,50090  365 $103,711,100 $79,050,000 $24,661,100 

Scenario 4 2,38691 365 $168,926,474 $125,742,200 $43,184,274 

Source:  Lewin analysis 

This potential savings estimate does not include administrative overhead associated with 
converting such facilities nor does it take into account rate negotiations with providers since 
ICF/MR rates are considerably higher than HCBS waiver rates.  Both administrative overhead 
for such a conversion as well as provider rate negotiations would likely lead to some erosion of 
potential savings.  An additional cost to Indiana would be the loss of provider assessments on 
ICFs/MR.92  Finally, in ICFs/MR, resident room and board costs are covered by Medicaid; in 
HCBS waiver settings, room and board costs must be covered by residents (i.e., earned income, 
cash benefits, etc.).  

As an additional consideration,  ICF/MR is an optional Medicaid State Plan benefit and, as 
such, is an entitlement.  Indiana continues to maintain a substantial bed capacity in these 
facilities, especially in small ICFs/MR, while occupancy also is high.  Occupancy rates range 
from a low of 94 percent in sheltered living to a high of 100 percent in private ICFs/MR.  
Waiver services are not an entitlement and states cap the number of “slots” or people that a 
given waiver may serve.  The number of individuals with MR/DD waiting for HCBS waiver 
services in FY03 was 7,145 for the Support Services waiver and 11,361 for the Developmental 
Disabilities waiver.93  It is important to note that some individuals may be on multiple waiver 
waiting lists. 

                                                      

86  Annual costs under the DD Waiver are $52,700 per consumer (CMS 372 report for DD Waiver in the 2002-2003 reporting 
period).  OMPP projects spending per DD waiver participant to be $77,000 in the third year of the waiver authorization due to 
increasing levels of service utilization.    

87  Intensive Training beds costing $172.11 per day.  
88  Long term stay nursing home average length of stay in Indiana is approximately 365 days per year.  Lewin assumed the same 

average stay for facilities for persons with mental retardation.  
89  Ibid 
90  The proposed 1,500 beds for closure are composed of 1,000 Intensive Training beds costing $172.11 per day and 500 Basic 

Development beds costing $224.06 per day.   
91  Under this scenario, the State would close all Intensive Training beds and all Basic Developmental beds.  
92  405 Indiana Administrative Code 1-12-24. 
93  Local HCBS waiver administration sites input data on waiver waiting lists into a statewide information system called INSITE .  

However, FSSA staff have raised concerns about the reliability of the INSITE data due to varying local policies and procedures.     
Therefore, it is difficult to accurately estimate the number of waiting list participants who might currently reside in ICFs/MR 
but are waiting for an HCBS waiver slot under either of the waivers.  The two waivers differ in services offered and in the 
number of service slots available.   
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Typically, consumers and families prefer HCBS but, as family caregivers age and other 
resources are exhausted, these individuals waiting for an HCBS waiver slot to become available 
could request, and must be provided, ICF/MR services due to the entitlement nature of the 
ICF/MR benefit.94  Such requests could lead to additional ICF/MR development and cost 
growth.   

3. Indiana HCBS Programs  

Since the early 1980s, states have aggressively developed and expanded Medicaid HCBS 
options such as waiver programs and state general fund community-based services both in 
response to consumer requests and based on evidence that home and community-based 
supports are more cost effective in the aggregate.  Indiana has eight HCBS waivers and a unique 
state general fund program for persons of advanced age and persons with disabilities, CHOICE, 
that provide non-institutional long term care services. 

Indiana currently operates eight HCBS waivers 
serving persons of advanced age, adults with 
disabilities and children with chronic illnesses:  

• Aged and Disabled 
• Assisted Living 
• Autism 
• Developmental Disabilities 
• Medically Fragile Children 
• Support Services 
• Traumatic Brain Injury 
• Children with Severe Emotional Disturbances   

Typical services include case management, personal assistance/attendant care, respite care, 
adult day care, residential-based habilitation, prevocational services, supported employment, 
assistive technology, and transportation.  HCBS waivers are operated by the DDARS with 
oversight by OMPP.  DDARS and OMPP share the responsibility for policy development.  The 
state share of HCBS waiver funding is divided between the budgets of OMPP and DDARS.    

                                                      

94  In the late 1990s, the families of persons with MR/DD waiting for services sued the state of Florida for access to facilities for 
persons with mental retardation (Doe v. Chiles).  The Eleventh Circuit ruled in favor of the plaintiffs and directed the state to 
begin delivery of services to all eligible individuals within 90 days of application.   

Observations and Opportunities  

 Indiana is serving fewer people in HCBS 
waivers than most states. 

 Indiana could grow HCBS capacity and enroll 
more people. 

 HCBS growth, balanced with concurrently 
implemented nursing home and ICF/MR 
capacity reductions and improvements in 
HCBS programmatic oversight, could yield 
Medicaid savings. 
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Table 9 
HCBS Waiver Overview 

HCBS Waiver FY03 Annual Waiver Costs (State 
and Federal Funds) 

Aged and Disabled $28,904,121 
Developmental Disabilities $236,817,778 
Autism $9,299,696 
Support Services $11,547,915 
Traumatic Brain Injury (TBI) $3,247,563 
Assisted Living $88,862 
Medically Fragile Children $ 1,587,813 
Children with Severe Emotional 
Disturbances Not Available 

Source:  OMPP 

As noted earlier, Indiana was comparatively late to begin use of HCBS waivers as an alternative 
to institutional care.  In FY02, the State ranked forty-sixth nationally in HCBS waiver per capita 
expenditures but twenty-ninth in overall waiver spending; Indiana is typically considered a 
state that offers a robust array of services in its HCBS waivers but providers have indicated that 
reimbursement rates for HCBS waiver services are low.95  Figure H compares Indiana’s waiver 
spending as a percentage of overall long term care spending with a sample of other states and 
the national percentages from FY97 through FY02.  In many states, when HCBS waiver 
programs are expanded and institutional cost controls are implemented, institutional spending 
slows, remains level, or decreases.  As noted earlier in this document, Indiana has just begun to 
realize some decreases in institutional spending.   

                                                      

95  Burwell, Brian. “Medicaid Long Term Care Expenditures FY 2002.” The MEDSTAT Group, Inc. 
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Figure H 
HCBS Waiver Spending as Percent of Overall Long Term Care Spending 

 

 

 

 

 

 

 

 

Source:   Burwell, Brian.  Medicaid Long Term Care Expenditures FY 2002.  The 
MEDSTAT Group, Inc. 

Consumers, case managers, and providers develop a service plan, using an interdisciplinary 
team strategy, which guides the delivery of waiver benefits; the service plan is based on an 
assessment that measures support needs.  Providers, consumers and case managers review the 
plan quarterly and update it annually or as needed.  However, until 2002, Indiana had no 
process for widespread review of waiver assessment tool use or reviewing plans of care to 
ensure that they are driven by the results of the assessment and consumer preference.    

Furthermore, Indiana’s information system had no process to ensure a linkage between the 
claims payment process and the services authorized by an up-to-date service plan.  Recognizing 
this vulnerability, in November 2002, FSSA amended its contract with EDS to include a review 
of assessments and plans of care to ensure appropriate scoring of consumer needs and 
appropriate service plan development.  The enhanced surveillance and utilization review 
process, administered by EDS and Health Care Excel, includes claims payment system edits.  
No claims are paid unless an up-to-date service plan is on file and the service for which the 
claim was submitted is included in the service plan.  There also are edits to prevent billing 
above caps on certain waiver benefits.  Currently two waivers are subject to the new oversight 
process, the Developmental Disabilities waiver and the Aged and Disabled waiver.  Oversight 
procedures such as these are common in most states.  By October 2004, OMPP plans to include 
all HCBS waivers under the new review process; in June 2004, EDS began recoupment of 
overpayments and inappropriate payments identified via waiver provider reviews for the 
Developmental Disabilities and Aged and Disabled waivers.  
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Medicaid Opportunities and Observations  

To date, EDS has identified overpayments and inappropriate payments; requests for billing 
adjustments have been submitted to providers.  Currently, the State is researching the results of 
adjusted claims.  FSSA should expand the enhanced waiver oversight processes to the 
remaining six waivers as quickly as possible and conduct a study of its impact as well as study 
problem areas such as appropriate service plan development, accurate assessment scoring, 
questionable practices in billing, etc.  Such information could then be used to develop new 
provider training materials as well as new licensure elements.   

As noted in the preceding section on institutional services, Indiana also could achieve 
additional savings from closing institutional beds (i.e., nursing home or ICFs/MR) and 
redirecting these Medicaid long term care service dollars to HCBS waivers.  Estimates for 
potential savings from closing nursing home beds and possible savings from converting 
ICFs/MR beds to Developmental Disabilities Waiver slots are provided in Table 8.  It is 
important to note, however, that HCBS waiver expansion, and related nursing home or 
ICF/MR bed closures, are not without costs.  HCBS expansion entails some new costs, both 
administrative and service related as well as quality management systems, that can erode 
savings or, in some instances, increase overall long term care costs without careful planning and 
evaluation of all Medicaid long term care services, both institutional and non-institutional.96   

B. Pharmacy 

Indiana has two different avenues for delivering the pharmacy benefit.  For persons in the 
fee-for-service (FFS) and primary care case management (PCCM) programs, the State 
administers the benefit directly through its contracted pharmacy benefits manager, ACS.  For 
persons in risk-based managed care (RBMC), the benefit is administered directly by the 
managed care organization or its pharmacy benefit manager.   

In FY03, Indiana spent approximately $592 million on pharmacy in the FFS and PCCM 
programs.97  As is the experience in other state Medicaid programs and private insurers across 
the country, Indiana Medicaid has experienced significant growth in its pharmacy expenditures 
in recent years.  As a result, OMPP has implemented several techniques for managing the 
pharmacy benefit over the past several years.  In our analysis, we: a) estimate some of the 
savings Indiana has already achieved through these mechanisms, b) point to areas of possible 
concern, and c) identify additional opportunities for cost savings. 

                                                      

96  In 2003, the Indiana Legislature passed a complex measure directing FSSA to make several changes in long term care service 
delivery.  One alteration is increasing the income standard for HCBS waivers from 100 percent to 300 percent of the standard 
federal Supplemental Security Income (SSI) payment.  Without careful controls on institutional spending described in the 
section above, including possible closure of nursing home and/or facilities for persons with mental retardation beds, such a 
change could potentially lead to increased long term care costs rather than result in savings. FSSA is currently studying the 
impact of the income change. 

97  Lewin developed this estimate based on OMPP data and includes both state and federal share.  It does not include rebates 
Indiana received from drug manufacturers as part of the Medicaid federal rebate program. 
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1. Context for Indiana Pharmacy Expenditures 

Historically, Indiana’s pharmaceutical expenditures have been high for the aged, blind, and 
disabled (ABD) population compared to those in other states’ Medicaid programs.  Indiana’s 
actual post-rebate per-member, per-month cost was $228, compared to the national average of 
$181, based on actual FFY02 OMPP pharmacy data.  Indiana has implemented several cost 
containment activities in the past couple of years that are not fully reflected in this ABD per-
member, per-month cost.   

However, Indiana’s experience for the TANF population is much closer to the national average.  
For the Medicaid TANF population, Indiana fared better in the state comparison of per-
member, per-month pharmacy cost post-rebate, but was still above the national average.  
Indiana ranked 36 out of 49 states with a estimated post-rebate per-member, per-month cost of 
$34, compared to the national average of $31.  Based on the ABD and TANF data, Lewin 
decided to evaluate Indiana’s current pharmacy cost containment initiatives.   

Table 10 
Comparison of Medicaid Pharmacy Spending in Each State, 

Aged/Blind/Disabled Eligibles, Federal Fiscal Year 20021 

State FFY 2000 
Pharmacy Expense

FFY 2000 
RX Users 

Estimated FFY 2002 
Post-Rebate Per Member  

Per Month Cost2 
Rank 

Arizona NA NA $112.21 1 
Michigan 340,871,455 226,765 $126.61 2 
Arkansas 175,158,757 111,378 $132.46 3 
Alabama 285,678,777 177,796 $135.33 4 
New Mexico 45,516,069 27,740 $138.20 5 
Texas 836,288,854 504,138 $139.72 6 
Oklahoma 150,657,595 89,415 $141.91 7 
South Carolina 269,414,111 159,241 $142.50 8 
Mississippi 325,694,612 185,535 $147.85 9 
Nevada 46,993,123 26,345 $150.24 10 
Georgia 464,907,731 252,621 $155.00 11 
West Virginia 173,288,398 93,777 $155.64 12 
Oregon 125,043,070 66,704 $157.89 13 
Louisiana 388,723,177 197,853 $165.48 14 
California 2,078,594,886 1,036,606 $168.89 15 
Colorado 135,273,611 65,587 $173.72 16 
Rhode Island 87,769,484 41,869 $176.56 17 
Massachusetts 569,769,870 271,074 $177.03 18 
North Carolina 667,426,850 316,756 $177.47 19 
Dist. of Columbia 50,499,964 23,772 $178.92 20 
Wisconsin 327,103,222 153,767 $179.17 21 
Iowa 163,068,288 76,557 $179.40 22 
Minnesota 203,895,679 95,379 $180.05 23 
South Dakota 37,086,019 17,255 $181.03 24 
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State FFY 2000 
Pharmacy Expense

FFY 2000 
RX Users 

Estimated FFY 2002 
Post-Rebate Per Member  

Per Month Cost2 
Rank 

North Dakota 31,990,870 14,800 $182.06 25 
Montana 47,242,240 21,459 $185.42 26 
Kentucky 401,560,925 182,016 $185.82 27 
Vermont 71,539,614 31,931 $188.70 28 
Washington 363,210,642 159,515 $191.78 29 
Kansas 144,455,823 63,225 $192.44 30 
Illinois 684,734,282 298,236 $193.38 31 
Virginia 328,192,823 141,576 $195.25 32 
Pennsylvania 477,934,837 205,144 $196.22 33 
Nebraska 102,505,825 43,807 $197.08 34 
Delaware 40,141,817 16,987 $199.03 35 
Maryland 298,736,680 126,245 $199.30 36 
Ohio 791,539,657 334,231 $199.47 37 
Wyoming 21,562,358 9,097 $199.64 38 
New York 1,834,515,739 770,765 $200.47 39 
Maine 145,938,421 60,285 $203.89 40 
Idaho 69,855,418 27,598 $213.19 41 
Utah 77,417,439 30,525 $213.61 42 
New Jersey 526,603,324 202,824 $218.68 43 
Alaska 37,575,715 14,044 $225.35 44 
Florida 1,213,184,904 448,576 $227.79 45 
Indiana3 NA NA $228.00 46 
Connecticut 259,193,984 94,528 $230.94 47 
Missouri 529,549,954 192,526 $231.67 48 
New Hampshire 62,250,458 22,516 $232.86 49 
National Total 16,899,563,325 7,863,723 $181.01   

Source: “Analysis of Pharmacy Carve-Out Option for the Arizona Health Care Cost Containment System.” Study 
performed on behalf of the Center for Health Care Strategies by The Lewin Group. 

1 As part of another project, Lewin analyzed FY00 CMS-2082 data in order to compare pharmacy costs across 
states within the Medicaid ABD population.  After trending the FY00 data forward to FY02 at an annual increase 
of 16.5 percent and discounting 20 percent for rebates, Indiana had one of the highest estimated per-member, 
per-month pharmacy cost post-rebate out of the 49 states compared (including the District of Columbia; data 
from Tennessee and Hawaii were not available).  Indiana’s actual post-rebate per-member, per-month cost was 
$228, compared to the national average of $181.  The value of Federal rebates in terms of percent of pre-rebate 
expenditures they represent was derived from data obtained in The Lewin Group’s study entitled “Comparisons 
of Medicaid Pharmacy Cost and Usage between the Fee-for-Service and Capitated Setting” for the Center for 
Health Care Strategies (CHCS).  FY 2000 to FY 2002 cost trends derived by The Lewin Group based on review 
of multiple data sources.  Source for Arizona is not an estimate – it reflects encounter data from all of the health 
plans.  Source for all other states is the CMS MSIS Reports (formerly known as HCFA 2082 Reports).  Data for 
Tennessee and Hawaii were not available.  Cost figures from all states (except Arizona) include only those 
pharmacy claims paid for in the fee-for-service setting. 

2 Dividing pharmacy costs by the number of users does not yield per member, per month (PMPM) costs. PMPM 
costs were based on assumptions that 20.1 percent of Aged, Blind, and Disabled (ABD) covered persons used 
no prescription drugs, and that ABD populations averaged 10.3 months of Medicaid coverage during the year.  
Both the pharmacy utilization and eligibility assumptions derived from analysis of the Medicaid population in a 
large state. 

3 Source for Indiana was obtained from OMPP and reflects actual pharmacy expenditures. 
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Table 11 
Comparison of Medicaid Pharmacy Spending in Each State, 

TANF Eligibles, Federal Fiscal Year 20021 

State FFY 2000 
Pharmacy Expense

FFY 2000 
RX Users 

Estimated FFY 2002 
Post-Rebate Per Member  

Per Month Cost2 
Rank 

New Mexico 2,927,855 38,693 $10.10 1 
Arizona   $11.00 2 
Washington 18,666,045 155,822 $15.99 3 
Rhode Island 615,700 5,040 $16.30 4 
Michigan 26,006,576 184,039 $18.86 5 
Nevada 2,919,271 20,189 $19.30 6 
Colorado 11,542,946 77,654 $19.84 7 
California 204,174,802 1,277,084 $21.34 8 
Wisconsin 16,828,344 98,765 $22.74 9 
Alabama 46,838,764 254,680 $24.55 10 
Arkansas 32,943,718 174,614 $25.18 11 
Minnesota 14,449,089 76,327 $25.27 12 
Georgia 104,005,729 547,846 $25.34 13 
Ohio 79,869,607 418,552 $25.47 14 
Kansas 16,047,569 83,887 $25.53 15 
Mississippi 43,513,053 227,336 $25.55 16 
Oklahoma 24,974,867 126,381 $26.37 17 
South Dakota 7,078,794 35,223 $26.82 18 
South Carolina 62,831,612 308,543 $27.18 19 
Texas 268,207,828 1,314,840 $27.22 20 
Idaho 12,961,928 63,124 $27.41 21 
Illinois 139,032,276 662,402 $28.01 22 
Wyoming 4,984,905 23,004 $28.92 23 
Iowa 28,485,735 127,074 $29.92 24 
Louisiana 77,667,900 346,191 $29.94 25 
Utah 22,017,351 97,238 $30.22 26 
Dist. of Columbia 2,780,916 11,960 $31.03 27 
North Dakota 5,299,823 22,725 $31.13 28 
Florida 139,193,788 590,839 $31.44 29 
Pennsylvania 46,515,695 195,308 $31.79 30 
West Virginia 38,799,896 161,508 $32.06 31 
Virginia 46,639,644 192,718 $32.30 32 
North Carolina 121,281,861 495,650 $32.66 33 
Maryland 63,791,176 258,901 $32.88 34 
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State FFY 2000 
Pharmacy Expense

FFY 2000 
RX Users 

Estimated FFY 2002 
Post-Rebate Per Member  

Per Month Cost2 
Rank 

Nebraska 28,781,179 114,708 $33.49 35 
Indiana 69,646,588 275,257 $33.77 36 
Kentucky 60,286,828 236,901 $33.96 37 
Missouri 64,881,783 242,581 $35.70 38 
Connecticut 4,439,988 16,535 $35.84 39 
Vermont 18,584,807 68,007 $36.47 40 
Massachusetts 110,818,367 391,537 $37.78 41 
Alaska 12,939,921 45,003 $38.38 42 
Montana 10,288,560 34,582 $39.71 43 
Oregon 36,028,112 119,097 $40.37 44 
Maine 26,915,783 83,217 $43.17 45 
New Hampshire 16,692,055 48,495 $45.94 46 
New York 514,765,341 1,360,148 $50.51 47 
Delaware 25,504,790 59,823 $56.90 48 
New Jersey 47,663,475 79,046 $80.48 49 
National Total 2,782,132,640 11,849,094 $31.34  

Source: “Analysis of Pharmacy Carve-Out Option for the Arizona Health Care Cost Containment System.” Study 
performed on behalf of the Center for Health Care Strategies by The Lewin Group. 

1 Source for Arizona is not an estimate – it reflects encounter data from all of the health plans.  Source for all 
other states is the CMS MSIS Reports (formerly known as HCFA 2082 Reports).  Data for Tennessee and 
Hawaii were not available.  Cost figures from all states (except Arizona) include only those pharmacy claims 
paid for in the fee-for-service setting.  Due to the varying degree of managed care implementation in each state 
for the TANF population, the PMPM cost for the overall TANF population (inclusive of those in managed care) 
may differ significantly from the PMPM shown in the above table and alter the relative rankings of each state. 

2 Dividing pharmacy costs by the number of users does not yield per member, per month (PMPM) costs. PMPM 
costs were based on assumptions that 20.1 percent of TANF covered persons used no prescription drugs, and 
that TANF populations averaged 6.5 months of Medicaid coverage during the year.  Both the pharmacy 
utilization and eligibility assumptions derived from analysis of the Medicaid population in a large state. 

2. Preferred Drug List 

One of the major cost containment initiatives that Indiana has undertaken is to establish a 
Preferred Drug List (PDL).  The PDL was developed and is continually updated by a 
Therapeutics Committee, comprised of Indiana physicians and pharmacists.  This committee 
evaluates therapeutic alternatives within each drug class and identifies one or more of the 
alternatives as being “preferred.”  The preferred pharmaceutical agents listed on the PDL are 
chosen first for their clinical efficacy and secondarily based on cost considerations.  
Pharmaceutical agents identified as non-preferred on the PDL are still available but, unlike the 
preferred drugs, are subject to prior authorization.  The recommendations of this Therapeutics 
Committee are ultimately approved by the Drug Utilization Review Board before any final 
additions or modifications to the PDL are made.   
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The PDL is designed to direct physician prescribing patterns toward the preferred drugs and 
away from non-preferred (and generally more expensive) drugs.  When a Medicaid beneficiary 
submits a prescription for a drug on the PDL, the prescription is filled with no prior 
authorization required.  When a Medicaid beneficiary submits a prescription for a 
non-preferred drug, the pharmacy point-of-sale system indicates that prior authorization of the 
drug is required, also known as a “hard edit.”  When a “hard edit” appears at the point of sale, 
the pharmacist cannot fill the prescription without obtaining prior authorization.  The 
pharmacist notifies the prescribing physician, who has the choice to switch to a preferred drug 
or to call a pharmacist on staff with the pharmacy benefits manager, ACS, to discuss the need 
for the non-preferred drug. 

The PDL began in August 2002, and Indiana has been phasing new therapeutic categories onto 
its PDL since that time.  Non-sedating antihistamines and ACE Inhibitors were the first drug 
classes, implemented in August and September 2002.  Others, such as Heparin and related 
products, were added throughout 2003.   

Many states that have implemented a PDL have noticed dramatic shifts in the utilization 
patterns of certain drugs on this list.  For example, in Washington State, prescriptions for 
Protonix, the State’s preferred Proton Pump Inhibitor (PPI), were less than 20 percent prior to 
the implementation of the PDL.  Immediately after establishing Protonix as the preferred PPI, 
over 80 percent of PPI prescriptions were for Protonix.98  To evaluate the effects of the PDL 
implementation in Indiana, we analyzed certain high cost, high utilization drug classes that 
were added to the PDL in CY02.  The classes added in CY02 had sufficient data to observe any 
shifts in utilization created by the PDL.  Many other classes were added too late to have 
sufficient post-PDL data to be included in this study.  Only claims for the TANF and ABD 
populations in fee-for-service and PCCM were analyzed.  Due to the shifting of the pharmacy 
benefit for dual eligibles to the federal Medicare Part D benefit under the Medicare 
Modernization Act, in 2006,99 our analysis attempted to remove the dual eligible population 
from our savings estimates as the State will realize neither the cost nor savings associated with 
this population in the future.  Approximately 48 percent of drug claims and expenditures were 
removed.100   

While these analyses focus on the effect of PDL implementation, it is difficult to attribute 
savings estimates to the PDL only, or to any single cost containment activity.  Indiana initiated 
several cost containment strategies at the same time, and all of the cost containment strategies 
are inter-related to some degree.  Please note that these savings estimates do not adjust for any 
normal price inflation that occurred during the analyzed time period.  The actual percent 
savings could be a couple percentage points greater than calculated once normal price inflation 
is taken into account. For example, the medical Consumer Price Index (CPI) for prescription 
drugs increased 1.8 percent from July 2002 to January 2003.  To create net savings of one percent 

                                                      

98  “Supplement to Report No. 2: Pharmacy Initiatives.” A study conducted by The Lewin Group on behalf of the Washington State 
Legislature. 

99  For more detail on the impact of the Medicare Modernization Act, please reference the discussion in Section III.A. 3-Medicaid 
Sustainability Options and footnote 83. 

100  Source: Kaiser Commission on Medicaid and the Uninsured (KCMU) estimates of State pharmacy expenditures for Medicare 
eligibles based on Urban Institute analysis of MSIS and Medicaid Financial Management Reports, as presented in Bruen and 
Holahan, “Shifting the Cost of Dual Eligibles: Implications for States and the Federal Government,” KCMU, November 2003. 
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during this time period, any initiative would have to decrease costs by a total of 2.8 percent, 1.8 
percent to negate normal price inflation and the one percent for net savings.       

a. Non-sedating Antihistamines 

As part of our overall analysis, we studied the effects of establishing preferred and non-
preferred drugs for the therapeutic category of non-sedating antihistamines, which are used to 
relieve allergy symptoms.  Non-sedating antihistamines were the first drug class added to the 
PDL in August 2002 and comprised 2.4 percent of the overall drug spend in Indiana’s fee-for-
service and PCCM programs in SFY 2003.  For the TANF and ABD populations in 
fee-for-service and the PCCM program, we examined six month periods around the 
implementation of this therapeutic class on the PDL and found a significant shift toward the 
drugs on the preferred list, which are bolded in Table 12.  The market share of Allegra, the 
preferred drug, increased dramatically after the implementation of the PDL.     

Table 12 
Market Share Before and After Implementation of the Non-sedating Antihistamines Class 

on the PDL for the FFS and PCCM TANF and ABD Populations 

Drug 6 months prior to PDL 
(2/02-7/02) 

6 months after PDL 
(9/02-2/03) 

Allegra 17.4% 77.2% 
Zyrtec 28.1% 19.7% 
Claritin 29.5% 1.3% 
Claritin-D 24 hr 6.2% 0.4% 

Allegra-D 6.0% 0.4% 

Clarinex 6.0% 0.6% 
Claritin-D 12 hr 4.6% 0.1% 
Zyrtec-D 2.2% 0.3% 
Total Non-sedating Antihistamine 100.0% 100.0% 

Source:   Lewin analysis of OMPP data. 

Lewin estimated the savings associated with the significant shift from the non-preferred to 
preferred drugs.  We estimated the September 2002 to February 2003 (6 months post-PDL) costs, 
had the drug mix from February 2002 to July 2002 (6 months prior to the PDL) remained 
constant.  We estimate that Indiana saved approximately $0.2 million,101 or 7.6 percent, in the 6 
months post-PDL by shifting the usage of non-sedating antihistamines to the preferred drugs. 

                                                      

101 This estimate does not include an adjustment for any changes in rebates from manufacturers through the Medicaid federal 
rebate program.  In addition, during this time period, Indiana changed the level of reimbursement for brand and generic drugs, 
which reduced prices overall.  This savings estimate reflects the lower prices in SFY 2003. 
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Table 13 
Estimated Savings due to the Implementation of  

Non-sedating Antihistamines on the PDL (in millions of dollars) 

Therapeutic 
Class 

Actual 2/02-
7/02 Costs 

Estimated 9/02-
2/03 Costs 

Actual 9/02-
2/03 Costs Savings Annualized 

Savings 
Savings 

Percentage 

Non-sedating 
Antihistamines $3.59 $2.64 $2.43 $0.21 $0.4 7.6% 

Source:   Lewin analysis of OMPP data. 
1  Amounts may not add due to rounding. 

In October 2003, OTC loratadine, the generic equivalent of Claritin, was placed on the PDL.  
Beginning in June 2004, a person is required to try OTC loratadine first.  If OTC loratadine has 
been tried for two weeks and failed to treat symptoms adequately, then Allegra, still a preferred 
drug, can be obtained.  This new step should create even more savings.  For a general guide in 
the differences in cost for OTC loratadine and Allegra, the retail price of OTC loratadine is 
$22.99 compared to Allegra’s retail price of $40.55.102 

b. Angiotensin-Converting Enzyme Inhibitors 

Angiotensin-Converting Enzyme (ACE) inhibitors, commonly prescribed for high blood 
pressure and heart failure, were added to the PDL in September 2002 and comprised 1.1 percent 
of the overall drug spend in Indiana’s fee-for-service and PCCM programs in SFY 2003.  As 
with the antihistamines analysis, we examined six month periods around the implementation of 
this therapeutic class on the PDL and found a significant shift toward the drugs on the 
preferred list, which are bolded in Table 14. 

                                                      

102  Retail prices of OTC loratadine and Allegra were obtained from www.drugstore.com.  The price Indiana pays for Allegra and 
OTC loratadine will vary from these prices. 
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Table 14 
Market Share Before and After Implementation of the ACE Inhibitors Class  

on the PDL for the FFS and PCCM TANF and ABD Populations 

Drug 6 months prior to 
PDL (3/02-8/02) 

6 months after 
PDL (10/02-3/03) 

Accupril 11.1% 0.4% 
Altace 9.8% 0.8% 
Captopril1 4.8% 0.7% 
Enalapril Maleate 12.7% 17.3% 
Lisinopril 4.5% 46.4% 
Lotensin 6.9% 11.3% 
Mavik 0.9% 5.9% 
Monopril 4.1% 8.8% 
Prinivil 11.4% 0.1% 
Univasc 2.9% 0.1% 
Zestoretic2 3.2% 0.2% 
Zestril 22.2% 0.0% 
Total ACE Inhibitor Market Share3 94.5% 92.0% 

Source:  Lewin analysis of OMPP data. 
1 Captopril is on the preferred list only for children ages 12 years and younger. 
2 Zestoretic is on the non-preferred list of the PDL as an ACE Inhibitor with Diuretic. 
3 17 other drugs account for the remaining market share.  This analysis used the AHFS 

therapeutic classes, which combined all forms of ACE Inhibitors.  None of these drugs 
has a market share of greater than 1%, and these drugs do not greatly affect overall 
price per script. 

The implementation of the PDL, as well as the introduction of generic lisinopril (a generic for 
Prinivil and Zestril) to the market, made a dramatic difference in the market share of the 
preferred drugs in the ACE Inhibitor category.  Generic lisinopril was approved on July 1, 2002 
and realized significant market share in its first few months.  However, around the time of the 
addition ACE inhibitors to the PDL, there was an additional marked increase in its market 
share.  Prior to placing these drugs on the PDL, the preferred drugs accounted for 62.7 
percent103 of market share.  In a six-month period after the implementation, 89.7 percent of 
drugs prescribed in this category were on the preferred list. 

Lewin also estimated the savings associated with the significant shift from the non-preferred to 
preferred drugs.  We estimated the October 2002 to  March 2003 (6 months post-PDL) costs, had 
the drug mix from  March 2002 to  August 2002 (6 months prior to the PDL) remained constant.  
We estimate that Indiana saved approximately $0.05 million,104 or 2.7 percent, in the 6 months 

                                                      

103  We included Zestril and Prinivil as “preferred drugs” in the period prior to generic lisinopril entering the market.  We did not 
include them as being “preferred” once generic lisinopril entered the market. 

104 This estimate does not include an adjustment for any changes in rebates from manufacturers through the Medicaid federal 
rebate program.  In addition, during this time period, Indiana changed the level of reimbursement for brand and generic drugs, 
which reduced prices overall.  This savings estimate reflects the lower prices in SFY03. 
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post-PDL by shifting the usage of ACE Inhibitors to the preferred drugs.  The future savings in 
the ACE inhibitor class should be larger than what was seen in the immediate 6 month post-
PDL period.  As generic lisinopril just came on the market in July 2002, it is subject to the “180-
day exclusivity” provision under the Hatch-Waxman Act.105  The average price per script of 
generic lisinopril during this “180-day exclusivity” period was $30.14.  In the six months after 
this “180-day exclusivity” period, the average price of generic lisinopril dropped to $26.42 per 
script.    

Table 15 
Estimated Savings due to the Implementation of ACE Inhibitors 

on the PDL (in millions of dollars) 

Therapeutic 
Class 

Actual 3/02-
8/02 Costs 

Estimated 10/02-
3/03 Costs 

Actual 10/02-
3/03  Costs Savings Annualized 

Savings 
Savings 

Percentage 
ACE Inhibitors $2.28 $1.74 $1.69 $0.051 $0.1 2.7% 

Source:   Lewin analysis of OMPP data. 
1  Amounts may not add due to rounding. 

c. Proton Pump Inhibitors 

Indiana placed proton pump inhibitors (PPIs) on the PDL in September 2002.  PPIs are used to 
treat people with heartburn, ulcers, and acid reflux disease.  Within the fee-for-service and 
PCCM populations, PPIs accounted for 3.6 percent of total drug spend in SFY03.  An 
examination of the 6 months around PDL implementation showed a large shift in utilization 
toward the preferred drug (preferred drug shown in bold).    

Table 16 
Market Share Before and After Implementation of the PPI Class on the PDL for  

the FFS and PCCM TANF and ABD Populations 

Drug 6 months prior to 
PDL (3/02-8/02) 

6 months after 
PDL (10/02-3/03) 

Omeprazole1 0.0% 5.0% 
Protonix 13.5% 70.8% 
Prevacid 40.8% 11.2% 
Prilosec 23.7% 4.9% 
Nexium 15.0% 6.1% 
Aciphex 6.9% 1.9% 
Protonix IV 0.1% 0.0% 
Total PPI 100.0% 100.0% 

Source:   Lewin analysis of OMPP data. 
1 Generic omeprazole entered the market in December 2002. 

                                                      

105  Under the Hatch-Waxman Act, the first-filer of an application to challenge the innovator’s patent has 180 days of exclusivity.  
This exclusivity period allows the first-filer to market its product at a premium price before other generic competitors can enter 
the market and exert additional downward pressure on the price.   
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Lewin estimated the savings associated with the increased utilization of the preferred drug 
Protonix.  Modeling the October 2002 to March 2003 (6 months post-PDL) costs, had the drug 
mix from March 2002 to August 2002 (6 months prior to the PDL) remained constant,  we 
estimated that Indiana saved approximately $1.5 million,106 or 20.9 percent, in the 6 months 
post-PDL by shifting the usage of PPIs to the preferred drug. 

Table 17 
Estimated Savings due to the Implementation of PPIs 

on the PDL (in millions of dollars) 

Therapeutic 
Class 

Actual 3/02-
8/02 Costs 

Estimated 10/02-
3/03 Costs 

Actual 10/02-
3/03  Costs Savings Annualized 

Savings 
Savings 

Percentage 

PPIs $6.0 $7.5 $6.0 $1.51 $3.0 20.9% 

Source:   Lewin analysis of OMPP data. 
1  Amounts may not add due to rounding. 

Recent changes in the PDL for the PPI drug class should increase savings.  Beginning April 1, 
2004, new patients must try an H2 antagonist or OTC Prilosec before receiving a preferred PPI.  
H2 antagonists are significantly cheaper than PPIs; however, H2 antagonists are not quite as 
effective for reflux disease as PPIs.  During the October 2002 to March 2003 period, the average 
cost per script of all H2 antagonists was $21.75 compared to the average cost of all PPIs of 
$104.69.  If 50 percent of the Protonix prescriptions were substituted with the average H2 
anatagonist during the October 2002 to March 2003 period, then an additional $0.7 million ($1.4 
million annualized) would have been saved.  Additionally, the introduction of Prilosec OTC 
onto the PDL in April 2004 and generic omeprazole losing its “180-day exclusivity” should 
further reduce spending in the PPI drug class in the future. 

d. Beta Adrenergic Blockers 

Indiana placed Beta Adrenergic Blockers (commonly known as Beta Blockers) on its PDL in 
October 2002.  Beta blockers are used to treat high blood pressure and chest pain and also 
prescribed after heart attacks to improve survival.  Within the fee-for-service and PCCM 
populations, Beta Blockers comprised 0.8 percent of total drug spend in FY03.  In analyzing the 
effects of the PDL on Beta Blockers, we did not find the significant shift in market share that 
was seen in the non-sedating antihistamines, ACE Inhibitor, or PPI categories.  The market 
share of the top drugs in this category did not shift dramatically primarily because most 
prescriptions in this category prior to the PDL were for drugs that ultimately became the 
preferred drug on the PDL.  Table 18 shows the market share for the top drugs in this category 
from January 2001 to June 2001, more than a year prior to the implementation of the PDL.  
(Again, those drugs on the PDL are indicated in bold.) 

                                                      

106 This estimate does not include an adjustment for any changes in rebates from manufacturers through the Medicaid federal 
rebate program.  In addition, during this time period, Indiana changed the level of reimbursement for brand and generic drugs, 
which reduced prices overall.  This savings estimate reflects the lower prices in SFY 2003. 
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Table 18 
Market Share of Top Beta Blockers from January 2001 to June 2001  

for the FFS and PCCM  TANF and ABD Populations 

Drug Jan 2001 to Jun 2001 
Atenolol 33.6% 
Bisoprolol Fumarate/HCTZ 3.9% 
Coreg1 4.5% 
Inderal LA 0.7% 
Labetalol HCL2 2.1% 
Metoprolol 18.0% 
Nadolol 1.5% 
Propranolol HCL 11.9% 
Toprol XL 16.4% 
Total Beta Blocker Market Share3 92.6% 

Source:   Lewin analysis of OMPP data. 
1 Coreg is on the preferred list under the separate category of 

Alpha/Beta Adrenergic Blockers.  While it is a preferred drug, the 
patient must meet certain conditions to receive it. 

2 Labetalol is on the preferred list under the separate category of 
Alpha/Beta Adrenergic Blockers.   

3 32 other drugs account for the remaining market share.  This analysis 
used American Hospital Formulary Service (AHFS) therapeutic 
classes, which combined all forms of Beta Adrenergic Blockers.  None 
of these drugs has a market share of greater than 1%. 

As demonstrated in the table above, over 90 percent of the market share for Beta Blockers was 
attributable to drugs on the preferred list, so a significant shift as seen in the other categories 
was not possible.  However, our analysis of pre- and post-PDL periods did uncover an 
interesting trend.  Of the top drugs in the Beta Blocker category, prescriptions tended to shift 
away from the generic drugs on the preferred list to the brand drugs on the list.  Table 19 
demonstrates this shift to Toprol XL, the brand name drug.   

Table 19 
Market Share Before and After Implementation of the Beta Blocker Class  

on the PDL for the FFS and PCCM TANF and ABD Populations 

Drug Jan 2002 to 
Jun 2002 

Jul 2002 to 
Dec 2002 

Jan 2003 
to Jun 
2003 

Avg. Cost per 
Prescription 

Jan 2003 to Jun 2003 
Atenolol 31.3% 30.4% 29.6% $7.58 
Metoprolol 18.0% 17.7% 18.2% $7.76 
Propanolol 7.6% 6.7% 6.2% $10.68 
Toprol XL 21.5% 24.0% 26.1% $28.56 
Total Beta Blocker Market Share 68.6% 65.8% 64.1%  

Source:   Lewin analysis of OMPP data. 
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Had the mix of brand and generic drugs in this category remained the same as in the first half of 
calendar year 2002, Indiana could have saved $0.1 million.107   

This particular drug category raises the question of whether the PDL is effectively reducing 
costs in all cases.  As most of the beta blockers that were commonly prescribed are considered 
preferred, there is no real shift to the lower cost generics in this class.  Ideally, utilization would 
shift from the higher cost Toprol XL to the lower cost generics atenolol, metoprolol, and 
propranolol.  In comparison to seven other states, Indiana has most of the same drugs on the 
preferred side.  Table 20 compares Indiana’s PDL to those of three other Midwestern states, 
with Kentucky being the most restrictive of the comparison states presented here. As seen by 
the more restrictive PDL in Kentucky, there is precedent for moving Toprol XL to the non-
preferred side, but 5 out of the 7 states we examined include it on their preferred list. 

Table 20 
Comparison of Selected State PDLs for the Beta Blocker Class  

Indiana Kentucky Illinois Kansas 

Preferred Non-
Preferred Preferred Non-

Preferred Preferred Non-
Preferred Preferred Non-

Preferred 
acebutolol Betapace atenolol Toprol XL acebutolol Betapace AF Tenormin betaxolol 

atenolol Betapace 
AF metoprolol Coreg atenolol Cartrol atenolol  Kerlone 

betaxolol Blocardren propranolol Inderal LA betaxolol Innopran XL Lopressor bisoprolol 

bisoprolol Cartrol atenolol/ 
Chlorthalitone 

 bisoprolol Levatol metropolol  Zebeta 

Inderal1 Corgard metoprolol/ 
HCTZ 

 Coreg  Inderal carteolol 

Inderal-LA Kerlone propranolol/ 
HCTZ 

 Inderal LA  Innopran XL Cartrol 

InnoPran XL Levatol   Labetalol  Inderal LA nadolol 
Lopressor1 Sectral   metoprolol  Propranolol Corgard 
metoprolol Visken   nadolol  Intensol penbutolol 
nadolol Zebeta   pindolol  Betapace Levatol 
pindolol    propranolol  Betapace AF pinolol 
propranolol    sotalol  sotalol  Visken 
sotalol    timolol  Sectral timolol 
Tenormin1    Toprol XL  acebutolol  Blocadren 
timolol      Toprol XL  
Toprol XL      metoprolol XL  

Source:  Lewin compilation of state-reported data, March 2004 
1 These drugs are “cross-indicated” drugs and are automatically placed on the PDL in accordance with Indiana law.  

"Cross- indicated drug" means a drug that is used for a purpose generally held to be reasonable, appropriate, and 
within the community standards of practice even though the use is not included in the federal Food and Drug 
Administration's approved labeled indications for the drug. 

                                                      

107 This estimate does not include an adjustment for any changes in rebates from manufacturers through the Medicaid federal 
rebate program.   
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e. HMG CoA Reductase Inhibitors 

HMG CoA Reductase Inhibitors (also know as Statins) are used to lower cholesterol levels.  
Indiana added most of the drugs in this category to the PDL in December of 2002.108  In FY03, 
Statins made up 2.9 percent of total drug spending for the fee-for-service and PCCM 
populations.  As was the case with Beta Blockers, there was not a significant shift in utilization 
after the implementation of the PDL.  Most drugs prescribed prior to the addition of Statins to 
the PDL were drugs that are on the current PDL. 

Table 21 
Market Share of Top Statins from January 2002 to June 2002  

for the FFS and PCCM TANF and ABD Populations 
 

Drug Jan 2002 to Jun 2002 
Advicor 0.2% 
Altocor1 0.0% 
Lescol 2.7% 
Lipitor 58.1% 
Lovastatin 1.3% 
Mevacor 0.5% 
Pravachol 9.0% 
Zocor 27.4% 
Total Statin Market Share 99.2% 

Source:   Lewin analysis of OMPP data. 
1 Altocor was not available until June 2002. 

As illustrated by the table above, almost all drugs prescribed in the Statin category prior to the 
PDL are drugs currently on the preferred list.  Therefore, it is not possible to save significantly 
by shifting drugs to those on the preferred list.  However, in this case, there may be significant 
opportunity to save by shifting utilization among the preferred drugs or by lowering the price 
of the preferred drugs.  (These ideas are discussed further in the “Medicaid Sustainability 
Options” section.) 

Lewin analyzed the average cost per prescription for each of the drugs in the Statin class for the 
first half of calendar year 2003, and our results are displayed in Table 22. 

                                                      

108  One drug, Altocor was added to the PDL in October 2003. 
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Table 22 
Market Share and Average Price per Prescription of Preferred Statins on the PDL,  

from January 2003 to June 2003  for the FFS and PCCM TANF and ABD Populations 

Drug Market Share Average Cost 
per Prescription 

Altocor1 0.0% $53.68 
Lescol 2.1% $51.70 
Lescol XL 1.4% $44.58 
Lipitor 60.4% $82.27 
Lovastatin 1.7% $58.71 
Pravachol 5.7% $103.80 
Zocor 28.5% $115.21 
All Drugs (Preferred and Non-Preferred)  $91.26 

Source:   Lewin analysis of OMPP data. 
1 Altocor was not available until June 2002. 

Over 34 percent of prescriptions were for the two most expensive drugs, Pravachol and Zocor.  
If the prescriptions for these two drugs had instead been written for Lipitor, the brand with the 
largest market share, overall SFY 2003 costs for this category would have been reduced by $1.0 
million, which is over 11 percent of the actual $9.0 million spent on drugs in this category.109 

Most of the drugs in this category are brand name drugs, so there is not much room to improve 
generic utilization.  However, as shown in the example above, moving Pravachol and Zocor to 
the non-preferred side could create more savings.  While Indiana is not uncommon in keeping 
most of the brands in this class as preferred, a stricter PDL such as Kentucky’s could shift drug 
mix to the lower cost brands such as Lescol and Lipitor.  

Table 23 
Comparison of Selected State PDLs for the Statins Class  

Indiana Kentucky Illinois Kansas 

Preferred Non-
Preferred Preferred Non-

Preferred Preferred Non-
Preferred Preferred Non-

Preferred 
Altocor Advicor Lescol Advicor Advicor Crestor Lipitor Pravachol 
Lescol Mevacor Lipitor lovastatin Altocor  Zocor Lescol1 
Lescol XL   Mevacor Lescol   Mevacor1 
Lipitor   Pravachol Lescol XL   Altacor1 
lovastatin   Zocor Lipitor   Crestor1 
Pravachol    lovastatin    
Zocor    Pravachol    
    Zocor    

Source:  Lewin compilation of state reported data, March 2004 
1 These drugs are non-preferred, but do not require prior authorization. 

                                                      

109  This estimate does not include an adjustment for any changes in rebates from manufacturers through the Medicaid federal 
rebate program.   
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Medicaid Opportunities and Observations 

Based on our preliminary analysis above, we have identified a few key opportunities, at this 
point, for Indiana to continue to improve its management and cost containment efforts related 
to the Medicaid pharmacy benefit.  First, Indiana should consider the number of drugs it has 
placed on its preferred list versus the number on the non-preferred list.  While Indiana appears 
to be average in the number of drugs it approves in drug classes we analyzed, there are states 
such as Kentucky that have a much stricter PDL in these classes.  As described earlier, the 
Therapeutics Committee devotes a great deal of time, effort, and research to identify the drugs 
it finds most clinically efficacious and cost-effective for selection onto the preferred list; 
changing the preferred list is not as simple as moving a drug from the preferred column to the 
non-preferred column.  There are some unique factors about Indiana’s Medicaid population and 
other clinical factors that may or may not allow Indiana to pursue a stricter PDL.  With this in 
mind, however, there may be opportunities to reduce pharmacy expenditures if the PDL 
contains fewer preferred drugs in certain categories. 

Second, Indiana has decided recently to pursue supplemental rebates from pharmaceutical 
manufacturers.  Other states, such as Michigan, West Virginia, Ohio and Florida, have pursued 
supplemental rebates from manufacturers with the intent of reducing the costs to the Medicaid 
program of brand name drugs on the PDL.  A supplemental rebate program requires 
pharmaceutical manufacturers to pay another Medicaid rebate (in addition to the Medicaid 
rebates mandated under federal law) in order for their drugs to be included on the PDL (i.e. 
able to be prescribed without prior authorization or other restrictions110).  In Indiana, 
submission of a supplemental rebate bid will ensure that the product is considered for inclusion 
on the PDL, but does not guarantee preferred status.  Lowering the price of the more expensive 
brand name drugs through supplemental rebates can have a similar overall savings impact as 
shifting market share to a lower cost alternatives.  For example, 34 percent of the prescriptions 
in the Statins class in Indiana Medicaid were for the two highest cost per prescription drugs in 
that category, Pravachol and Zocor.  If Indiana were able to lower the per prescription cost of 
Pravachol and Zocor through supplemental rebates to the price of even a mid-priced per 
prescription drug in that class like Lipitor, the savings would have been approximately 11 
percent on the spending in this class without a change in market share.  Michigan and Florida 
have reported supplemental rebate savings of one to 4.1 percent of their total Medicaid drug 
expenditures.111 

However, in other states, supplemental rebates have been controversial and must be monitored 
to ensure that all cost containment activities are maximized without adversely affecting patient 
care.  The pursuit of supplemental rebates should not take the place of other forms of clinical 
management of the pharmacy benefit, such as reductions in overutilization of drugs, or 
reductions in duplicative therapy.  Moreover, any strategy to maximize supplemental rebates 
                                                      

110  In a Kaiser Commission on Medicaid and the Uninsured study, “Model Prescription Drug Prior Authorization Process for State 
Medicaid Programs” by Sarah Somers and Jane Perkins, April 2003, the authors state that certain drugs, such as 
psychotherapeutic drugs, should be exempt from prior authorization.  Currently, Indiana legislation exempts all anti-anxiety, 
anti-depressants, anti-psychotic, and “cross indicated” drugs from prior authorization.  Indiana will not be able to obtain 
supplemental rebates on these particular drugs. 

111  Michigan savings estimate obtained from a National Association of State Medicaid Directors presentation by Paul Reinhart, 
Michigan State Medicaid Director in October 2003.  Florida savings estimate obtained from “Medicaid Prescribed Drug 
Spending Control Program” annual report, January 2002. 
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should not counteract efforts to increase use of generic drugs, which often are still less 
expensive than a brand drug after the supplemental rebate, depending on the size of the 
supplemental rebate.   

Concerns have also been raised regarding how rebate-driven PDLs would fluctuate over time, 
with some brand name drugs cycling on and off the PDL.  These fluctuations could create 
instability in a person’s drug regimen, as he/she would have to change drugs to keep in-line 
with the PDL.  The changes in drug regimen could adversely affect patients and lead to 
utilization increases in other medical services such as physician visits and hospital 
admissions.112   Because of these issues, it is important that the approach to manufacturer 
selection and timing of future re-bids take these concerns into consideration.  Indiana has taken 
steps to minimize PDL fluctuations due to supplemental rebates by requiring manufacturers to 
lock-in their bids for one year. 

The passage of the Medicare Modernization Act (MMA) last year could lower the state's 
Medicaid prescription drug costs in the long term.  Under the MMA, all Medicare beneficiaries 
currently receiving drugs paid for by the state Medicaid program ("dual eligibles") will 
automatically be transferred to the federal Medicare program on January 1, 2006, with the State 
Medicaid programs making predetermined payments to the federal government for these 
costs.113  Therefore, any estimated savings from supplemental rebates or other pharmacy cost 
containment activities must exclude the drug volume and costs associated with the dual eligible 
population, which are approximately 48 percent of Indiana’s Medicaid fee-for-service and 
PCCM drug expenditures.114 

Additionally, more Medicaid beneficiaries are being enrolled into Indiana’s risk-based managed 
care program (RBMC).  At-risk managed care organizations have a great incentive to control 
pharmacy costs and are not subject to the same political pressures as the state.  Managed care 
organizations have greater ability to manage pharmacy costs by implementing stricter PDLs, 
affecting prescribing patterns through their close relationship with their network physicians, 
and integrating pharmacy services with medical services to provide a more comprehensive 

                                                      

112  In  “Unintended Outcomes of Medicaid Drug Cost-Containment Policies on the Chronically Mentally Ill” by Stephen Soumerai, 
Journal of Clinical Psychiatry, 2003, 64 (suppl. 0), Soumerai has concluded that even small changes within the health care 
system can have costly secondary impacts for vulnerable populations, such as increased admission to hospitals and nursing 
homes.    

113  In Indiana, approximately $301 million ($114 million state share) was spent on dual eligibles in 2002 (Source: Kaiser 
Commission on Medicaid and the Uninsured (KCMU) estimates based on Urban Institute analysis of MSIS and Medicaid 
Financial Management Reports, as presented in Bruen and Holahan, “Shifting the Cost of Dual Eligibles: Implications for States 
and the Federal Government,” KCMU, November 2003).  However, Indiana will not realize the full amount of these potential 
savings when the federal Medicare program takes responsibility for these beneficiaries drug costs.  In 2007, states will be 
required to finance a large share of the cost of providing the Medicare Part D prescription drug benefit through a “claw-back”, a 
payment to the federal government.  In 2006, the overall impact of the Medicaid Part D benefit is difficult to estimate as 
administrative costs will change.  In subsequent years, the pharmacy cost savings will increase as the percentage the state pays 
back to the federal government decreases 1 2/3 percent yearly from 90 percent in 2006 to 75 percent in 2015. The percentage the 
state pays back is formula driven and will not change due to further cost containment initiatives.  However, the overall impact 
of the MMA for states in the longer term is difficult to estimate because of increased administrative responsibility for states 
coupled with the potential for additional persons coming forward to enroll in Medicaid as dual eligibles. 

114  Source: Kaiser Commission on Medicaid and the Uninsured (KCMU) estimates based on Urban Institute analysis of MSIS and 
Medicaid Financial Management Reports, as presented in Bruen and Holahan, “Shifting the Cost of Dual Eligibles: Implications 
for States and the Federal Government,” KCMU, November 2003. 
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package of care.  In a 2003 study,115 Lewin compared pharmacy costs and usage between the 
fee-for-service and capitated settings.  Lewin found that managed care organizations were able 
to lower the overall volume of drugs being prescribed.  The TANF usage rate of drugs was 15-
20 percent lower in the managed Medicaid setting than in fee-for-service Medicaid.  This 
reduction in overall volume was the greatest driver in lowering overall TANF per member, per 
month costs in the capitated setting 10 to 15 percent over that in the fee-for-service setting.116  
This study found that through pharmacy benefits management techniques, decreased volume, 
and lower dispensing fees paid to pharmacies, managed care organizations can make up for the 
large manufacturer rebates lost by carving-in pharmacy into a managed care setting.    

A comparison of Indiana’s pharmacy expenditures for the TANF population in fee-for-
service/PCCM versus RMBC revealed similar trends as the prior Lewin study.  As seen in Table 
24, RMBCs generally have experienced higher generic utilization and lower per script costs in 
several high cost, high utilization drug classes. 

Table 24 
SFY03 Comparison of TANF Population in Select Drug Classes 

Fee-For-Service/PCCM vs. RMBC 

 Fee-for-Service/PCCM RMBC 

Class % Generic1 Price per Script % Generic Price per Script 

Antidepressants 31.1% $65.28 33.8% $61.13 

ACE Inhibitors 64.7% $26.97 64.1% $24.91 

Statins 0.3% $91.27 0.5% $76.28 

Beta Blockers 60.3% $21.48 76.2% $15.11 

Source:   Lewin analysis of OMPP claims data and MCO encounter data. 
1 Generic utilization may be measured in two ways.  Generic Dispensing Rate (GDR) is the percent of 

generic prescriptions dispensed as compared to the total number of prescriptions dispensed.  Generic 
Substitution Rate (GSR) is the percent of generic prescriptions dispensed as compared to the total 
number of prescriptions where generic substitution is available.  Using OMPP pharmacy data from 
SFY04, Indiana has a GDR of 52.7%.  When limited to drugs where generic substitution is available, 
Indiana has a GSR of 88.3%.  In our analysis, we are using the GDR measurement.  Using the GSR 
would reflect a higher percentage of generic utilization for both fee-for-service/PCCM and RMBC; 
however, the relative difference between fee-for-service/PCCM and RMBC should remain 
approximately the same. 

Because of better pharmacy management by the MCOs, Indiana should see cost savings in its 
MCO program for the pharmacy benefit.  The capitation rates paid to the MCOs would reflect 
these pharmacy savings.  The pharmacy savings under RBMC are not shown in this section but 
are reflected in savings estimates presented in the managed care expansion section of this 
report. 

                                                      

115  “Comparison of Medicaid Pharmacy Costs and Usage between the Fee-for-Service and Capitated Setting,” Lewin Study for 
CHCS, January 2003. 

116  No significant quality of care concerns surfaced during this study; however, quality of care issues were not a major focus of the 
study.  Lewin does not conclude that no quality issues exist, but rather that there appear to be no highly visible quality 
problems in the managed Medicaid setting.   
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Overall, the PDL and other pharmaceutical cost containment initiatives have reduced pharmacy 
costs on a per member, per month (PMPM) basis in the fee-for-service population and slowed 
the overall rate of increase in pharmaceutical expenditures for the fee-for-service and PCCM 
populations, as shown in Table 25.  During the July 2002 to December 2002 period when the 
PDL was implemented, the PMPM costs for the combined fee-for-service and PCCM 
populations decreased 1.5 percent.  The PMPM for the January to June period in 2003 was less 
than it was during the prior year.  The decrease in the fee-for-service population has been 
dramatic.  During the July 2002 to December 2002 period, the fee-for-service PMPM decreased 
12.4 percent and further decreased 2.2 percent during the next six month period.   

Table 25 
Per Member, Per Month Pharmacy Costs Fee-For-Service and  

PCCM Populations Before and After PDL Implementation 

 Jan 2001 – 
June 2001 

July 2001 – 
Dec 2001 

Jan 2002 – 
June 2002 

July 2002 – 
Dec 2002 

Jan 2003 – 
June 2003 

Fee-For-Service $159.98 $166.02 $173.88 $152.40 $149.07

PCCM $28.53 $30.18 $33.78 $31.84 $34.62

Combined $86.63 $89.28 $97.80 $96.30 $97.09

Percent Change  3.1% 9.5% (1.5%) 0.8%

Source:   Lewin analysis of OMPP data. 

Based on our analysis of selected high cost, high volume classes, we have estimated that Indiana 
has saved approximately 5.8 percent from the implementation of the PDL in FY03.  The pursuit 
of supplemental rebates and the movement of Medicaid beneficiaries could further increase 
savings.  Table 26 displays pharmacy savings estimates for FY05 in State dollars.  These 
estimates are pre-rebate and do not take into account any changes in rebate levels associated 
with increased generic drug utilization.  

Table 26 
Estimated SFY05 Pharmacy Savings (State Dollars) 

for Non-Dual Eligible Population (in millions) 

Cost Containment Initiative Savings 
Preferred Drug List $5.7 
Supplemental Rebates $3.1 
Total $8.8 

Source:   Lewin analysis 
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C. Managed Care 

Like most states, Indiana has chosen to serve many 
of its Medicaid eligible populations through 
managed care programs.  The general goal of 
Indiana’s two managed care programs, Hoosier 
Healthwise and Medicaid Select,117 is to increase 
access to high-quality care, while containing overall 
costs.   

Indiana began its managed care program by 
covering the TANF and TANF-related populations 
(i.e., the generally healthier populations of mainly 
women and children) through Hoosier Healthwise, 
which includes risk-based managed care (RBMC)118 
and PrimeStep, the Primary Care Case 
Management (PCCM) program.119   Since January 
2003, Indiana has been expanding its use of managed care to serve the aged, blind, and disabled 
populations through a PCCM program called Medicaid Select.  A brief description of the 
characteristics of RBMC requirements of MCOs compared to the PCCM program are depicted 
in Table 27.   

                                                      

117  Additional background information on Indiana’s Medicaid managed care programs, including Hoosier Healthwise and 
Medicaid Select, is included in Section 1 of this report. 

118  In risk-based managed care, a managed care organization (MCO) receives a pre-determined per member per month payment 
and is at full risk for all medical costs. 

119  In a primary care case management program, a primary medical provider (PMP) receives an additional fee for each patient to 
coordinate care.  The state retains full risk for all medical costs. 

Observations and Opportunities 

 Indiana is currently expanding its risk-based 
managed care program for the non-disabled 
population.  Current expansion will result in 13 
counties in mandatory risk-based managed 
care. 

 There is significant opportunity to further 
expand risk-based managed care for non-
disabled and disabled populations in both 
urban and rural areas. 

 Potential range of annual savings from 
statewide risk-based managed care expansion 
for non-disabled and disabled populations is 
estimated at $13.7- $20.0 million. 



 

 58 
363605 

Table 27  
Summary Comparison of Cost Containment Features  

of Medicaid Managed Care Models  

Medical Cost Containment Techniques PCCM RBMC 
General Attributes 

Controls and Channels Patient Volume   

Eliminates Unnecessary Services   

Uses Lower-Cost Services Where Available   

Vendor At Risk for Medical Costs   

Negotiates Favorable Prices   

Specific Attributes 
Primary Care Physician Required   

Prior Authorization for Costly Services   

Referrals Required for Outpatient Specialty Care   

Disease Management   

Case Management   

Enrollee Outreach and Education   

Provider Profiling/Reporting, Accountability for Quality 
and Cost-Effectiveness 

  

Key: 
 

 Model fully implements the cost containment measure shown 
 Model employs a limited use of the cost containment measure shown 
 Model does not use the cost containment measure shown 

Source:  Lewin analysis 

Lewin reviewed both Hoosier Healthwise and Medicaid Select for opportunities for increased 
program efficiencies and cost containment.120 

1. Indiana Should Further Expand Risk-Based Managed Care for the TANF 
Population 

In efforts to contain Medicaid costs, the Indiana legislature and OMPP have pursued, with 
success, expansion of mandatory risk-based managed care.  As of 2002, approximately 50 
percent of Indiana’s Medicaid managed care population was enrolled in risk-based managed 
care, a lower ratio than in the rest of the country, where 82 percent of Medicaid managed care 
beneficiaries are in risk-based managed care.121  OMPP estimates the risk-based model saves 
between seven and ten percent more when compared to primary care case management.  
Currently, significant population concentrations and medical costs remain in managed care 
counties where PCCM operates, representing opportunities for further expansion of mandatory 
risk-based managed care. 

                                                      

120  Current MCO monitoring operations and rate setting methodology are discussed in Section IV, B Current MCO Operations. 
121  “2002 Medicaid Managed Care Report, Plan Type Breakout,” CMS. 
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a. Indiana Has the Opportunity to Further Expand Mandatory Risk-Based Managed 
Care for the TANF Population  

Indiana currently operates Hoosier Healthwise, its managed care program, in all counties for 
the TANF population; each county has either risk-based managed care, PCCM or a combination 
of the two models.  The State’s current risk-based managed care expansion plan will result in 13 
counties with mandatory risk-based managed care (RBMC).  When a county is considered 
mandatory RBMC, only RBMC is allowed to operate in the county.  In the remaining counties, 
the beneficiary is still required to participate in managed care but the managed care model 
(PCCM and/or RBMC) depends on the primary medical provider’s (PMP) contractual 
arrangements.   

Indiana’s managed care model is unique in that the 
member chooses a Primary Medical Provider and is 
then assigned to either the PCCM program or a 
MCO, depending on the availability in the county 
and the contractual relationships of the PMP.  The 
PMP is allowed to contract with both PCCM and a 
MCO but can only participate with one program at 
a time.  The PMP is not allowed to contract with 
more than one MCO.122  In mandatory risk-based 
managed care counties the process is the same with 
one exception, the assignment of the member is 
between MCOs since PCCM is not available.  In 
other states, when choice is available among plans, 
PMPs often contract with multiple plans and 
members select both the plan and a primary care 
provider in the plan’s network.  

In order to assess the opportunities for mandatory risk-based managed care expansion and to 
design an implementation plan, Lewin analyzed Indiana’s remaining managed care counties 
where RBMC is not mandatory.  The analysis included review of factors such as: 

• current presence of risk-based managed care; 
• Medicaid enrollment; 
• availability of health care providers; and  
• location of the county in relation to current mandatory counties and in relation to 

population centers.   

For several reasons, the Indiana model of managed care should ease the transition from the two 
model PCCM/RBMC program to mandatory RBMC.  First, MCOs can participate in counties 
where they contract with at least one primary medical provider.  Currently, there are 35 
counties which have an MCO presence.  Second, MCOs receive flexibility in expanding into 
                                                      

122  Starting in January 2005, providers will be required to either choose to participate in PCCM or MCO but will be prohibited from 
participation in both programs.  If a provider chooses to participate in the MCO program, the provider will still be restricted to 
contracting with only one MCO. 

What is a Primary Medical Provider? 

A Primary Medical Provider (PMP) is the patient’s 
primary physician or other designated provider 
who is responsible for providing primary care and 
coordinating the patient’s overall care. 

In Indiana’s PCCM program, the primary medical 
provider (PMP) acts as a patient’s care 
coordinator and approves specialty referrals in 
exchange for a monthly management fee. 

The PMP agrees to provide: 

 Case Management Services 

 24 hour availability 

 20 hours per week minimum access 
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new areas.  If they bid their RBMC contract on a statewide basis, they can expand into 
additional counties without contract amendments.  Currently, two of three MCO contracts are 
statewide and the new procurement has attracted bids from a total of six MCOs.  Third, Indiana 
has already introduced the concepts of managed care statewide through a combination of 
RBMC and PCCM.  

Lewin identified opportunities for OMPP to continue to pursue mandatory RBMC throughout 
the State.  Currently, significant population concentrations and medical costs remain in PCCM 
in counties where both models are allowed to operate, representing significant opportunities for 
cost savings.  Realizing the operational requirements for a full transition to statewide RBMC, it 
is expected a full transition would require a multi-stage, multi-year expansion plan.  The 
following is a potential expansion plan that may be feasible.  This approach was used to 
estimate savings that could occur due to this further expansion of mandatory risk-based 
managed care.  It is important to note the federal government specifically defines urban and 
rural counties for the purpose of managed care expansion and program requirements.  In our 
analysis, Lewin has defined urban and rural counties based on federal regulations.123 

Stage 1:  Further expansion of mandatory RBMC into “urban” and contiguous counties 

Stage 2:  Expansion of mandatory RBMC into additional “urban” counties  

Stage 3:  Expansion of mandatory RBMC into remaining rural areas 

Stage 4:  Expansion of RBMC into remaining “urban” counties 

Table 28 
Estimated Range of Cost Savings (State Dollars) for Mandatory Risk-Based Managed 

Care for TANF Population (in millions) 

Mandatory RBMC Counties for TANF Total Range of Savings 
Stage 1: Urban and contiguous counties1 $2.5 - $3.7 

Stage 2 : Additional urban counties $1.7 - $2.5 
Stage 3 : Remaining rural counties $3.2 - $4.7 

Stage 4:  Remaining urban counties $1.6 - $2.4 

Total Savings2,   
Statewide Mandatory Risk-Based Managed Care3 $9.0 - $13.2  

Source:  Lewin analysis 
1 If a rural county is identified in Stage 1, the corresponding savings are in Stage 1 and are 

excluded from Stage 3. 
2 Figures estimate annual savings, however the implementation process would occur over a 

longer period of time.   
3 Estimates include only categories of services included in the risk-based managed care 

program.  Savings under risk-based managed care were estimated to be 7-10% over 
PCCM and 8-12% over fee-for-service.  Approximately 20% of beneficiaries and 
expenditures were estimated to remain in fee-for-service and were removed from the 
savings projection.  

                                                      

123  Federal requirements for Medicaid managed care programs define counties identified as Metropolitan Statistical Areas as urban 
and all other counties as non-urban, or rural.  Urban areas are specifically defined by OMB Bulletin 04-03 as required by 
42CFR412.62 (f) (1) (ii). 
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Stage 1:  Further expansion of mandatory RBMC into urban124 and contiguous counties 

From the analysis described above, Lewin has developed Stage 1 of the RBMC expansion plan, 
which includes 23 urban and contiguous counties.  These contiguous counties form natural 
geographical extensions of the current mandatory counties, represent significant Medicaid 
enrollment, and contain PMPs currently participating in Medicaid managed care.  From a 
network development prospective, the greatest concern for many of these counties is the 
relatively small number of hospitals.  MCOs must find a way to bring these hospitals into a 
contractual arrangement, which could be difficult if providers are resistant to mandatory 
RBMC.  Several of these counties could be expanded under the single health plan rural option, 
discussed in more detail under Stage 3.125 

Figure I 
Proposed Stage 1 Mandatory Expansion 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                      

124  Urban as defined by OMB Bulletin 04-03 as required by 42CFR412.62 (f) (1) (ii).  Federal requirements for Medicaid managed 
care programs define counties identified as Metropolitan Statistical Areas as urban and all other counties as non-urban, or rural. 

125  Federal regulations adopted in 2003 allow states to implement managed care in non-urban (rural) areas with only one health 
plan, therefore waiving the requirement for choice of health plans.   
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Table 29 
Stage 1 County Characteristics 

County 

Estimated 
Medicaid 

Beneficiaries 
CY 20021 

RBMC 
Present  
(Y/N)2 

Number of 
Hospitals3 

Number of 
Medicaid 

PMPs2 

Jasper 2,285 Y 1 16 
Newton 1,206 Y 0 2 
Kosciusko*  5,117 Y 1 28 
Marshall* 3,477 Y 2 21 
Adams* 2,169 Y 1 1 
Noble* 3,144 Y 1 12 
Cass* 4,136 Y 1 17 
Miami* 3,486 N 1 12 
Wabash* 2,872 N 1 13 
Huntington* 2,795 Y 1 19 
Monroe 7,426 N 1 45 
Brown 1,152 N 0 2 
Bartholomew  5,599 N 1 24 
Hamilton 4,996 Y 2 35 
Tipton 893 N 1 8 
Henry* 4,632 N 1 17 
Hendricks 3,504 N 1 22 
Putnam 2,527 N 1 12 
Shelby 3,213 N 1 16 
Hancock 2,559 N 1 14 
Boone 2,192 N 1 12 
Whitley 1,655 Y 1 10 
Wells 1,561 Y 2 23 

Source:  See notes. 
* Rural county 
1 Milliman USA, Memo to Mat DeLillo, OMPP, Re: Lewin Request – County Comparison, 

February 25, 2004.  Member months were converted to estimated beneficiaries by dividing 
member months by twelve months. 

2 OMPP data, May 2004. 
3 2004 County and City Extra, Annual Metro, City and County Data Book. 
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Figure J 
Proposed Stage 2  Expansion to Urban 

Counties in Southern Indiana 

Stage 2:  Expansion of RBMC into additional urban counties  

In addition to the counties described above, 
there are other urban counties which are 
geographically isolated from the existing 
mandatory counties but 
represent significant Medicaid 
enrollees and have a RBMC 
presence currently operating in 
the county.  In some ways, the 
smaller urban counties could 
prove more difficult for the 
implementation of risk-based 
managed care since they must 
be able to support two 
competing managed care plans 
per federal requirements.  
However, when expanded as a 
region rather than individual 
counties, the large counties have 
the population, Medicaid members, and providers to provide a base to supplement the smaller 
counties. 

Table 30 
Stage 2 County Characteristics 

County 

Estimated 
Medicaid 

Beneficiaries 
CY 20021 

RBMC 
Present 
(Y/N)2 

Number of 
Hospitals3 

Number of 
Medicaid 

PMPs2 

Vanderburgh 17,930 Y 3 66 
Warrick 2,990 N 1 16 
Posey 1,816 N 0 7 
Gibson 2,427 N 1 14 
Harrison 2,670 N 1 9 
Floyd 5,888 Y 1 29 
Clark 7,874 Y 2 47 
Washington 2,692 Y 1 7 

Source:  See notes. 
1 Milliman USA, Memo to Mat DeLillo, February 25, 2004.  Member months were converted to estimated 

beneficiaries by dividing member months by twelve. 
2 OMPP data, May 2004. 
3 2004 County and City Extra, Annual Metro, City and County Data Book. 
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Stage 3:  Expansion of RBMC into remaining rural areas 

Risk-based managed care is feasible in rural counties.  States such as Missouri, Tennessee and 
Washington operate risk-based managed care, without the presence of PCCM, in rural counties 
through an 1115 waiver.  Several other states, including Indiana, operate a combination of risk-
based and PCCM in rural counties through a 1915(b) waiver.126  

Federal regulations adopted in 2003 allow states to implement a single health plan model in 
rural counties.  This option allows states more flexibility in expanding managed care into rural 
areas by waiving the federal requirement for choice between two or more health plans.  In order 
to implement a single health plan model, the state must allow enrollees to choose from at least 
two physicians or case managers within the single MCO, and to obtain services from any other 
provider under certain circumstances.127   Federal approval for this type of program is obtained 
through the waiver amendment process.  Currently, Michigan and West Virginia have 
approved 1915(b) waivers using the single health plan model in rural counties. 

Nationally, 18 percent of the population resides in non-metropolitan, or rural, areas.  Indiana is 
a heavily rural state compared to the national average, with 40 percent of its population in non-
metropolitan areas.128 Out of 92 counties in Indiana, 46 are not defined as urban by federal 
regulations, and are therefore eligible for the single health plan model.129  

                                                      

126  “Medicaid Managed Care in Rural Areas:  A Ten-State Follow-Up Study,” Health Affairs, March/April 1999. 
127  42 CFR 438.52 
128  www.statehealthfacts.kff.org 
129  2 CFR 412.62 (f) (1) (ii) 
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Figure K 
Indiana Rural and  “Urban”130 Counties 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Indiana’s current experience with risk-based managed care in rural areas and the increased 
interest of MCOs in the current procurement (six MCOs have bid to participate in the program 
for 2005) should simplify the transition to risk-based managed care in rural areas.  However, 
developing adequate provider networks in rural areas is a challenge for a Medicaid program, 
whether it operates through PCCM, risk-based managed care, or traditional fee-for-service.  

With managed care models, network development can often be more difficult in rural areas due 
to provider resistance to managed care.  In many states, including Indiana, the state MCO 
contract requires fee-for-service payments for out-of-network services.  In Massachusetts, health 
plans are required to pay out-of-network services at Medicaid fee-for-service rates and 
providers are required to accept it through their provider contracts with the state.  The State of 
Texas is currently revising its out-of-network policy payment, which has evolved from 
reasonable and customary as defined by the MCO, to a State approved methodology and now 

                                                      

130  Federal regulations adopted in 2003 allow states to implement managed care in non-urban (rural) areas with only one health 
plan, therefore waiving the requirement for choice of health plans.  Federal requirements for Medicaid managed care programs 
define counties identified as Metropolitan Statistical Areas as urban and all other counties as non-urban, or rural.   
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Figure L 
Urban Counties in  

Central Indiana 
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likely will be a state-defined level of reimbursement.  Contractual requirements for payments 
for out-of-network services provides additional protections to providers in rural areas and 
provides members with the availability of core providers, whether in or out of network.   

The addition of rural areas into mandatory managed care may be used as leverage to attract 
additional MCOs to the overall program.  These counties represent approximately 22 percent of 
Medicaid beneficiaries and the single health plan model makes a more predictable line of 
business for the MCO.  If there is only one MCO in a county, the MCO can rely on the number 
of members it will attract, health status, and claims trends for the county and the MCO has 
more leverage in contracting with Medicaid providers. 

Stage 4:  Expansion of RBMC into remaining urban areas 

Additionally, there are urban counties that would be 
likely to have significant implementation issues 
more often associated with rural areas not operating 
under the single health plan waiver.  In these areas, 
MCOs may have more problems developing 
adequate provider networks and establishing an 
adequate member base to support competition 
among plans.  Due to the requirement for multiple 
risk-based plans, implementation of mandatory 
RBMC likely will be more difficult in these counties 
than in rural counties.  The provider network issue 
may be further complicated by Indiana’s restriction 
on PMPs, which does not allow the PMP to contract 
with more than one plan.  Several of these counties 
were considered rural, or not part of a metropolitan 
statistical area, prior to June 2003.  At that time, the 
federal government modified its list of urban areas 
and included five of these counties.  Based on 
discussions with OMPP staff and analysis of the 
data for the counties, it appears the counties listed 
in the following table would be more appropriate 
for later phases of implementation. 
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Table 31 
Stage 4 County Characteristics 

County 

Estimated 
Medicaid 

Beneficiaries 
CY 20021 

RBMC 
present 
(Y/N)2 

Number of 
Hospitals3 

Number of 
Medicaid 

PMPs2 

Rural Prior to 
June 2003 

(Y/N) 

Vigo 11,939 Y 2 58 N 
Vermillion 1,484 N 1 6 N 
Clay 2,861 N 1 9 N 
Sullivan 3,359 N 1 8 N 
Green 3,436 Y 1 10 N 
Owen 2,611 N 0 6 N 
Tippecanoe 10,330 N 2 58 N 
Carroll 1,224 N 0 5 Y 
Benton 766 N 0 4 Y 
Franklin 1,686 N 0 3 Y 
Dearborn 2,852 N 1 28 Y 
Ohio 339 N 0 2 Y 

Source:  See notes. 
1 Milliman USA, Memo to Mat DeLillo, February 25, 2004.  Member months were converted to estimated 

beneficiaries by dividing member months by twelve. 
2 OMPP data, May 2004 
3 2004 County and City Extra, Annual Metro, City and County Data Book 

2. Indiana Should Move Aged, Blind, and Disabled Beneficiaries (ABD) into Risk-
Based Managed Care  

a. There are Compelling Reasons for Considering the Transition of ABD 
Beneficiaries into Risk-Based Managed Care   

While high-need populations, such as persons with disabilities, are often excluded from 
mandatory managed care programs because of their service use and concerns from advocates 
and providers, these populations can benefit greatly from care coordination and case 
management services that RBMC can offer.  In Indiana, mental health and long term care 
services are excluded from managed care and provided through the traditional fee-for-service 
program.  This “carve-out” model often addresses many of 
the advocates’ concerns.  Provider stakeholders also tend 
to be averse to transitioning the ABD population, which 
accounts for a larger portion of their Medicaid revenues, 
into a managed care environment.  However, there are 
some compelling arguments for taking an inclusive rather 
than exclusive approach to the ABD population in the 
design and implementation of Medicaid risk-based 
managed care initiatives.   

Aged, Blind, and Disabled 
Beneficiaries have: 

 Stable Medicaid eligibility, except for 
those in Spend Down 

 Chronic health conditions 

 Much higher medical costs than 
TANF beneficiaries 
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First, the ABD population often has stable Medicaid eligibility.  This makes it far more 
worthwhile to implement interventions that have a long term payoff in terms of improved 
health status – such as proactively conducting a comprehensive health needs assessment at the 
point of enrollment and developing individualized treatment and care coordination plans.   

Second, there may be more cost effective ways to treat disabled beneficiaries with chronic 
conditions, through providing needed services in the lowest-cost setting, through slowing, 
halting or perhaps even reversing progression of chronic conditions, and through avoiding 
clinical “flare-ups” that lead to hospitalization and other costly treatments.  These types of 
strategies are more often used in managed care settings than fee-for-service or primary care case 
management programs.  MCOs are at financial risk for these high cost members and therefore 
often focus their disease management and case management interventions on members with 
chronic conditions.  MCOs also conduct prior authorization and clinical review on high cost 
services and channel patients into lower cost settings when appropriate. 

Finally, the ABD population simply involves the most money.  Nationally, the aged, blind, and 
disabled represent 25 percent of Medicaid enrollees and 70 percent of the expenditures.  In the 
Indiana fee-for-service program, per capita costs are much higher for the Medicaid blind and 
disabled population (approximately $676 per member per month for services included in the 
MCO benefits package during SFY03) than for the TANF/TANF-related population 
(approximately $174 per member per month).  The higher the per capita costs, the greater the 
opportunity for savings per member will be.  

In 2000, the majority of states enrolled the aged population (31 states) and disabled adults (35 
states) into some form of managed care.131  States with ABD populations in risk-based managed 
care are planning expansions of their current aged and disabled managed care populations, as is 
the case with California and Texas.  Texas began the STAR+PLUS program in Harris County in 
1998, enrolling the aged and disabled populations into risk-based managed care.  Currently, 
Texas is planning to expand the program into all areas where risk-based managed care is 
available for the TANF population.132 

There are other states, such as Ohio, that do not have ABD persons in risk-based managed care 
but are actively reviewing their Medicaid program and how it serves this population.  Ohio has 
established the Ohio Commission to Reform Medicaid to focus on fundamental structural 
reform.  One of the goals of the Commission is to address the challenges presented by the ABD 
population, which constitutes 30 percent of Ohio’s Medicaid population while consuming 75 
percent of its budget.  One of the key questions for the Commission is whether managed care is 
a viable option for this population.133  Illinois has established a Senate Medicaid Managed Care 
Task Force which is developing strategies to manage Medicaid growth and will be analyzing 
the implications for mandating managed care for all Medicaid populations. 

                                                      

131  “Medicaid Managed Care:  A Guide for States,” 5th Edition, National Academy for State Health Policy, May 2001.  
132  http://www.hhsc.state.tx.us/medicaid/MMCEP/Expansion_Framework.html 
133  http://www.ohiomedicaidreform.com 



 

 69 
363605 

b. Indiana’s Past Experience with ABD Enrollment into Risk-Based Managed Care is 
Limited 

Indiana did operate a voluntary ABD risk-based managed care program for disabled, non-
institutionalized Medicaid members from 1997 until 1999.  However, the program was only in 
Marion County and the program had limited participation among eligible members.  The 
program’s total enrollment reached a high of 222 members.  MHS was the MCO operating the 
program and decided in 1999 not to renew its contract with the State for the ABD program, 
likely due to low enrollment.  Indiana’s experience is not unique – voluntary enrollment for the 
ABD population has not yielded large numbers of enrollment in any state.  Mandated 
enrollment is typically necessary to increase enrollment to a level which insures program 
viability and support needed, investments in case management, and other services for this high-
need population.  

c. Indiana Plans to Transition ABD Members from Primary Care Case Management 
to Enhanced Primary Care Case Management (EPCCM) 

Traditional primary care case management (PCCM) programs use primary medical providers to 
coordinate primary care services for Medicaid patients.  In Indiana’s PCCM program, a primary 
medical provider acts as a care coordinator and approves specialty referrals in exchange for a 
monthly management fee.134  This program has reduced costs compared to fee-for-service but 
shows lesser savings than risk-based managed care.  As states continue to operate PCCM 
programs many are adopting “exemplary” practices used in other states which are often 
adopted from strategies used by risk-based managed care organizations.135  The adoption of 
exemplary practices is also referred to as an “enhanced” primary care case management 
program. 

OMPP has developed a plan for implementing an enhanced primary care case management 
program in lieu of the current primary care case management program it operates for the ABD 
population.  Indiana’s EPCCM program may have the following enhanced components136: 

• Member Communications.  The EPCCM administrator will assume the administrative 
responsibility of all non-MCO Medicaid member communications.   

• Provider Network.  The EPCCM program administrator will develop and manage a 
statewide network of providers and services. 

• Medical Management/Utilization Management.  The EPCCM administrator will be 
responsible for more aggressive/systematic medical management than in the present 
PCCM program. 

• Prior Authorization.  An important tool for medical management and network 
maintenance is prior authorization, and prior authorizations for all non-MCO members 
could be handled by the EPCCM program.  

                                                      

134  For more detailed information on the PCCM program, Appendix A, Section 6 Managed Care. 
135  “Exemplary Practices in Primary Care Case Management.”  Center for Health Care Strategies Informed Purchasing Series, June 

2000. 
136  “Proposed Enhanced Primary Care Case Management.  High Level Overview.”  OMPP, July 2004. 
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• Transportation.  The EPCCM administrator could be responsible for serving as a 
transportation broker for the EPCCM and FFS population. 

OMPP intends to release a request for proposals for an entity to administer an expanded 
primary care case management program by the end of first quarter 2005 with a goal of program 
implementation in January 2006. 

d. Indiana Should Consider a Hybrid Approach to Managing the Care of ABD 
Members 

Indiana has significant opportunities to transition ABD members from PCCM to mandatory 
risk-based managed care.  Cost savings are higher for Risk-Based Managed Care compared to 
PCCM and EPCCM.  In the 13 counties where the TANF population has been transitioned into 
RBMC and managed care organizations are operating programs, Indiana should consider 
transitioning aged, blind, and disabled members into risk-based managed care as a pilot.  
Serving this population through RBMC requires intense monitoring to ensure quality of care 
and is likely to have larger administrative costs to the State than the TANF population but 
studies have shown risk-based managed care programs can save program costs and improve 
quality of care.  Once the State has had time to implement and monitor the risk-based managed 
care program in the original 13 counties, it would be appropriate to consider the benefits and 
drawbacks of expanding risk-based managed care into additional counties for this population. 

Table 32 demonstrates potential annual savings if the ABD population was transitioned to risk-
based managed care in the 13 mandatory risk-based managed care counties. 

Table 32 
Estimated Range of Cost Savings (State Dollars) for Mandatory RBMC for ABD 

Population (in millions) 

Mandatory RBMC Counties Total Range of  
Savings 

Mandate RBMC for the ABD population in current mandatory TANF 
counties (13 counties) $4.7 - $6.7 

Transition ABD population from PCCM to EPCCM in remaining 
counties1  $0.0 

Total Savings (State Dollars), Statewide Mandatory RBMC and 
EPCCM for ABD population2 $4.7 - $6.7 

Source:  Lewin analysis. 
1 OMPP estimates no additional costs or savings for EPCCM  
2   The estimated cost savings for the ABD population are limited to those categories of service 

that would be included under the risk-based managed care program.  Services such as inpatient 
mental health, nursing home, ICF/MR, mental health, dental, and waiver services have been 
excluded.  The savings estimate also excludes the dual eligible population.  Savings under risk-
based managed care were estimated to be 7-10% over the combined fee-for-service and PCCM 
populations.  Approximately 20% of beneficiaries and expenditures were estimated to remain in 
fee-for-service and were removed from the savings projection.    
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3. Other Fiscal Issues Surrounding Managed Care Expansion 

There are cash flow and administrative cost issues surrounding managed care expansion that 
should be fully understood when determining expansion plans and estimating cost savings.  

a. One-Time Cash Flow Issue 

There is a one-time cash flow issue for states moving from fee-for-service or PCCM to RBMC.  
In the fee-for-service or PCCM program, states fund the program as claims are received.  
Typically, claims submission by providers occurs up to three months after service provision.  
Under risk-based managed care, however, the state pays the MCO a monthly capitation 
payment at the beginning of each month before services are rendered.  Because the state budget 
is completed on a cash rather than accrual basis, significant transition from fee-for-service and 
PCCM to risk-based managed care will result in a one-time increase in expenditures by the state 
as the state pays prior services claims at the same time as the prospective capitation payments 
are made. 

b. Ongoing Administrative Cost Issue 

Many of the managed care administrative contracts reviewed were designed as flat fee, not-to-
exceed arrangements.  As significant changes occur in a program, a flat fee arrangement can 
become unacceptable for either the state or the contractor, depending on the program changes.  
For example, a flat fee arrangement for the PCCM pharmacy benefit manager becomes 
incredibly expensive per member if large numbers of Medicaid enrollees are transitioned out of 
the PCCM program and into RBMC.  In the flat fee arrangement, the total contract amount does 
not change based on changes in the number of members served, therefore the state pays the 
same amount regardless of the volume of work performed.  The reverse might be true for a 
contractor conducting MCO shadow claims validation.  An increase in the volume of MCO 
claims would require an increase in operations.  It will be important for OMPP to review all 
contracts related to the managed care program to determine which arrangements would need to 
be modified moving forward.  

c. MCO Monitoring and Rate Setting 

One of the distinct advantages of risk-based managed care from the State’s perspective is the 
transfer of financial risk to managed care organizations (MCOs).  However, with this transfer of 
risk, the state must ensure capitation rates adequately reimburse MCOs so that they continue to 
participate in the program, while protecting the State from overcompensating their managed 
care contractors.  The State must also have adequate monitoring tools in place to assure MCO 
appropriately use state and federal funds. 

To understand the financial picture of the participating managed care plans, Lewin examined 
their financial statements submitted to the Indiana Department of Insurance, and also discussed 
with OMPP some of the management approaches OMPP utilizes in monitoring their financial 
performance.   
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Table 33 
Range of MCO Administration and Profit/Risk 

As a Percentage of Premium Revenue 

 Administration/Profit/Risk 

 2001 2002 2003 

Administration 7.2% - 21.6% 8.9% - 19.0% 6.5% - 21.1% 

Profit/Risk 0.1% - 6.4% 0.2% - 3.7% 0.3% - 6.8% 

Total 7.3% - 28.0% 9.1% - 22.7% 6.8% - 26.2% 

Source:  2001, 2002 and 2003 Indiana Department of Insurance Filings 

The Department of Insurance filing requirements are for regulatory purposes and focus on 
solvency requirements, rather than providing the 
data needed by purchasers. The vast range of 
administration and profit/risk between plans in the 
Medicaid program is more likely a result of the 
financial information reported than actual 
experience. Due to the more general nature of the 
financial information reported through the filings, 
it is impossible to compare experience between the 
plans operating in the Medicaid program or to 
accurately represent the Medicaid program as a 
whole. 

Also, the filings do not provide detail on the delivery of services, any special characteristics 
unique to each MCO’s population, or reliable utilization data, as examples.  However, they can 
provide some indication of whether further investigation or inquiry may be warranted.  The 
large range of administrative and profit amounts raises questions about whether capitation 
rates paid to the MCOs are accurately accounting for plan-specific experience, such as 
significantly different health needs and costs of members served.137   

With the reprocurement of the MCO contracts, OMPP reported that it will establish new criteria 
for financial reporting by MCOs effective January 1, 2005: 

• MCOs must provide indicators of financial stability for the company’s full lines of 
business and specific indicators for Hoosier Healthwise.  This will provide OMPP with 
more detailed information specifically needed to manage the program, rather than 
relying solely on general information provided to the Department of Insurance for 
regulatory purposes.   

                                                      

137 While there is not a “typical” risk premium for Medicaid managed care plans, it is important to recognize health plans’ need to 
have some margin to accommodate large unexpected medical costs.  The federal Center for Medicare and Medicaid services 
suggest 15 percent is a reasonable target for combined administration and profit/risk costs. 

Issues with DOI Filings for Indiana Medicaid 
Monitoring 

 Harmony Health Plan reports consolidated 
financial information for Indiana and Illinois. 

 MDwise has extensive subcapitated 
arrangements but the filings do not require 
reporting the administrative costs or 
profit/risk for subcapitated contracts. 
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• MCOs must report on major subcapitated providers.  These new financial reporting 
requirements should enable OMPP to more accurately assess the financial performance 
of the MCOs and of the program as a whole. 

To further ensure appropriate financial monitoring, OMPP should also: 

• Clearly establish guidelines on allowable costs for medical and administrative expenses 
to ensure comparability among plans in their financial reporting.  For example, OMPP 
should define allowable administrative expenses for related-party transactions, such as 
when a MCO contracts with a sister company for administrative functions such as 
claims payment.  Financial reporting guidelines should also provide clear guidance on 
reporting of expenses related to a parent company, such as franchise fees or corporate 
administrative allocations.  

• Review rate agreements each MCO makes with its major provider groups to determine 
whether the MCOs are providing reasonable reimbursement for services rendered.   
Specifically, provider-sponsored plans have the incentive to reimburse units within their 
sponsor organization more robustly than do other plans, thus reducing their appearance 
of profitability.   

Increased financial reporting will also assist OMPP in developing rates for the MCOs. Indiana is 
moving toward a rate setting methodology whereby capitation rates are developed based on 
MCO medical cost experience using encounter data.  While MCOs in most states have had 
difficulty in accurately and completely reporting their encounter data (especially for plans that 
use a heavily subcapitated model), using these data may provide Indiana with the opportunity 
to more closely align its capitation rates to the risk of the MCOs as the base data will be directly 
from MCO experience and will not rely heavily on Medicaid fee-for-service experience.  OMPP 
has taken another step toward improving the accuracy of encounter data for FY05 by 
establishing financial incentives and penalties to hold the MCOs accountable for the data 
reported.  Again, however, OMPP will need to be very careful in monitoring the quality of these 
data and understand the underlying financial agreements between MCOs, their parent 
companies, and their providers. 

Medicaid Opportunities and Observations 

The State of Indiana has significant opportunity for Medicaid cost savings (estimated to be 
between $13.7 – $20 million in state funds) through further expansion of managed care for both 
TANF and the disabled population, in both rural and urban areas.  As the State moves forward, 
the full range of implications for managed care expansion should be considered.  Lewin’s 
analysis suggests opportunities for a major expansion of risk-based managed care for the TANF 
population and a hybrid risk-based managed care and enhanced primary care case 
management program for the ABD population. 

The goal of managed care is to increase access to and quality of services while achieving cost 
savings.  Managed care organizations often achieve a portion of their total cost savings by 
aggressively contracting with the provider community, including hospitals and physicians, and 
with drug manufacturers for more favorable prescription drug prices.  MCOs also work to 
decrease the use of high cost services and lengths of stay in inpatient settings through 
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utilization management and patient channeling to lower cost settings, when appropriate.  These 
types of strategies often reduce the cost of care and the level of Medicaid expenditures 
compared to fee-for-service or primary care case management programs.   

If the State chooses to expand risk-based managed care, it will be important to develop a 
comprehensive expansion plan addressing both the service delivery system, along with the 
required administrative infrastructure.   

• Administrative contracts in all three programs, fee-for-service, primary care case 
management, and risk-based managed care, will need to be reviewed to determine the 
most appropriate contract terms for the future. 

• MCO financial monitoring will need to be enhanced compared to past years as MCOs 
play a more significant role in the system.  OMPP has plans in place to require 
Medicaid specific financial reporting and clearly establish financial reporting 
guidelines.  The financial integrity and accountability of the program is a cornerstone to 
its success. 

• If the State chooses to explore the possibility of serving the disabled population in a 
mandatory risk-based model, advocate and consumer opportunities for early and 
meaningful involvement during the planning phase is critical.  The State will also need 
to enhance its quality monitoring to be tailored to the disabled population given the 
complexity of managing the medical issues of this population. 

D. Medicaid Buy-In  

Other than coverage for children, Indiana’s 
Medicaid eligibility is more tightly constructed 
compared to other states.  Indiana is one of only 
eleven so called “Section 209(b)” states with 
financial eligibility rules more restrictive than the 
federal SSI program standards.138  Indiana also is 
one of only two of the 209(b) states that use a more 
restrictive definition of “disability” than the SSI 
program for the purposes of Medicaid eligibility.139  

In 2002, Indiana enhanced its eligibility for persons 
with disabilities by becoming one of the 37 states 

                                                      

138  States using the Section “209(b) Option-have Medicaid eligibility criteria that are different than the SSI standards but not more 
restrictive than the State’s approved Medicaid State plan in January 1972 – the year the SSI law was enacted.  Generally 
speaking, this means that: 1)  SSI recipients are required to make a separate application to the State for Medicaid to become 
eligible;  2) Section 209(b) states must coordinate continued Medicaid eligibility under Section 1619(b) when an SSI recipient 
loses SSI benefit payment status because their earnings takes them above the SSI benefit standard if in the previous month they 
were eligible for Medicaid under the State’s Medicaid program; 3)States must ensure that individuals who lose their SSI 
payment status because of earnings are informed that they remain eligible for Medicaid under Section 1619(b); and 4) State must 
have systems in place to import and translate SSI data to track status of individual and ensure continued Medicaid eligibility. 

139  In 2001, a decision in a class action lawsuit (Day v. Humphreys) ended FSSA’s practice of denying Medicaid disability benefits 
to individuals solely because the individuals’ disability might improve with treatment.  The overall effect of this decision was to 
bring Indiana’s disability test more in line with the SSI definition of “disability.”  Class members received retroactive coverage.    

Observations and Opportunities  

 The Indiana Medicaid Buy-In program is similar 
to programs in other states that have high, 
unintended rates of growth. 

 Indiana could better target the Medicaid Buy-In 
program by implementing an additional 
eligibility requirement. 

 An additional eligibility requirement could result 
in $2.4 million in savings per year, using 
current enrollment levels, and prevent future 
unintended growth in the number of new 
Medicaid participants. 
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with a Medicaid Buy-In (MBI) program for working age persons with disabilities.  Medicaid 
Buy-In programs are optional for states to implement.  Congress created this option in 1997 in 
order to allow states to provide health insurance coverage through Medicaid for people who 
have disabilities and are in the workforce.  Like the policies behind welfare reform, MBI 
programs are intended to create incentives for people who work.  In MBI, the main incentive is 
the ability to access Medicaid coverage, even though the person might be earning too much, or 
saving too much, to qualify under Medicaid’s “normal” eligibility standards.  States have wide 
discretion in designing the eligibility standards in MBI programs.  

Authorized under the Ticket to Work and Work Incentives Improvement Act of 1999, the 
Indiana MBI program, called MED Works, allows participants to earn up to 350 percent of the 
federal poverty level;  resource limits are at the SSI standard amounts of $2,000 for an 
individual and $4,000 for a couple.  MED Works resource limits represent an increase over 
limits for other disability eligibility groups where the standards are $1,500 for an individual and 
$2,250 for a couple.  Participants also are required to pay a monthly premium for MED Works 
coverage.  The premium amount is on a sliding fee scale associated with income.  See Appendix 
B for a comparison of MED Works Eligibility with other Medicaid eligibility standards.   

Since its establishment in July 2002, approximately 4,562 individuals have enrolled in MED 
Works.  Close to 30 percent of enrollees are individuals previously receiving coverage under the 
State’s spend-down eligibility group; this phenomenon is typical of Medicaid Buy-In programs 
and nationally, approximately 26 percent of the total 63,000 Medicaid Buy-In participants 
transitioned into Medicaid Buy-In from medically needy and spend-down programs.  The 
national average Medicaid Buy-In per-member per-month costs in FY02 was $916 with the 
majority of Medicaid Buy-In participants (68 percent) costing $500 or less per month.  The 
average per-member per-month, including HCBS waivers, is $2,084 for MED Works 
participants; nearly ten times the average amount spent in Pennsylvania.140   

As noted earlier, MED Works participants must be employed.  OMPP reports indicate that 80 
percent of MED Works participants are earning less than $800 per month; 33 percent of all 
Medicaid Buy-In participants are earning less than $100 per month.  Nationally, the number of 
individuals earning below $800 in Medicaid Buy-In programs is approximately 77 percent while 
18 percent are earning $200 dollars a month or less.   

1. Enrollment Trends and Definition of “Employed” 

As stated above, being employed is a federal eligibility requirement for MBI.  The nature and 
type of employment and the documentation necessary to prove the participant is holding down 
a “real” job varies by state.  Many states with only minimal documentation requirements have 
experienced a growing number of participants who work only a minimal amount in order to 
either gain access to the Medicaid program through the MBI eligibility rules (i.e., they are new 
to Medicaid and otherwise could not qualify for Medicaid) or who work a token amount in 
order to switch to the Medicaid Buy-In from the spend-down group.  In other words, in some 
states, such as Minnesota and Missouri, the MBI program has been designed in a way that it is 
utilized primarily as a means to obtain Medicaid by people who otherwise could not qualify for 
                                                      

140  Indiana MBI PMPM spending is higher than all other MBI states; Pennsylvania is noted only as an illustrative example.  
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Medicaid, rather than a health insurance program that fosters work.  The experiences of these 
states are important for Indiana to consider because they also are Section 209(b) states and share 
similar regulatory environments that yield similar levels of service demand.  Additionally, like 
Indiana, Minnesota and Missouri have only minimal requirements for employment 
documentation.  

2. Per-Member Per-Month Costs and Program Participation 

MBI participants are usually persons with disabilities with higher earning capacity and the vast 
majority of enrollees nationwide are individuals with sensory or physical disabilities and 
persons with mental illness.  Persons with MR/DD have not been heavily enrolled in MBI 
programs.  However, expenditure data from OMPP indicates that Medicaid costs under the 
Developmental Disabilities waiver for individuals enrolled under MED Works totaled $3.2 
million in September 2003 plus $3.8 million for individuals in small ICFs/MR.  Finally, in 
September 2003, OMPP reported approximately $90,000 in nursing home costs.  Medicaid Buy-
In participation by persons in institutional settings, such as ICFs/MR and nursing homes, is 
unusual among MBI states.   

Medicaid Opportunities and Observations 

• In order to better target persons intended for the program, Indiana should consider 
implementing additional employment verification requirements.  Lewin estimates this 
could potentially save the program $2.4 million annually (see Table 34). 

• Additional employment verification requirements could negate the potential impact to 
the Medicaid Buy-in program from the changes being implemented in the spend-down 
program. 

The MED Works program is exhibiting the initial signs of problems seen in states such as 
Minnesota and Missouri in both enrollment trends and per-member per-month costs.  These 
include a high number of participants earning below $800 a month and an unusually high 
amount of expenditures for persons with MR/DD who are typically low earners.  To address 
these challenges, Indiana should consider the implementation of an additional employment 
verification test similar to those used by the states of Minnesota, New Mexico, and Oregon.  The 
impact would be to better target the program to “individuals … engaged in substantial and 
reasonable work” and decrease the opportunity for individuals to earn only a token amount of 
money and either gain access to Medicaid or avoid spend-down.   

If Indiana implemented the Minnesota requirement, individuals would need to have enough 
earned income to apply the standard SSI disregards, an amount totaling $85 per month.141 These 
processes would be followed at the point of eligibility and eligibility re-determination.   
Minnesota’s strategy is offered as an example for Indiana to consider for two reasons: 1) 

                                                      

141  Programs that limit eligibility to only individuals who meet certain financial eligibility criteria (i.e., “means tested”) , such as 
Medicaid and the federal Supplemental Security Income (SSI) programs,  often include special provisions in the eligibility 
determination process that subtract certain dollar amounts or items from the amount of income or savings/assets that is 
counted for purposes of eligibility. In effect these dollar amounts or items are ignored during the eligibility determination 
process.  
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Minnesota experienced program growth that Indiana could also face; and 2) Minnesota took 
steps to address MBI challenges that would work in Indiana. 

In addition to targeting the program to persons engaged in substantial work, changes in the 
verification process could help the state avoid becoming vulnerable to unexpected increases in 
enrollment once the state implements updated spend-down procedures.  Under the pending 
alterations, it is possible that some individuals will lose eligibility under spend-down; these 
individuals could then pursue Medicaid Buy-In eligibility by simply documenting work and 
continuing to document their disability.  Oregon experienced this phenomenon when changes 
were made to its Medically Needy program.   

Table 34 provides possible savings under the Medicaid Buy-In eligibility group realized from 
the additional employment verification test.  Lewin used the total MED Works enrollment from 
February 2003 because earnings level information was available from this period; expenditure 
levels from September 2003 were used.  Calculating the example below, Lewin assumed a static 
enrollment (i.e., stay in Medicaid Buy-In was not considered).  Also, Lewin assumed equal 
distribution across the total population of Medicaid Buy-In participants for prior Medicaid 
coverage status:  

• 30 percent transitioned from spend-down (i.e., average monthly spend-down costs in 
SFY03 were approximately $908); 

• 25 percent new to Medicaid (i.e., not covered in the previous month); and 

• 45 percent transitioned from Indiana’s categorical eligibility group for persons with 
disabilities.  

For the Medicaid program, savings are the difference between the subtotal for annual Medicaid 
Buy-In program savings less the service costs associated with individuals transitioning back 
into either spend-down or regular Medicaid for persons with disabilities.   

Table 34 
Possible Medicaid Buy-In Savings (State Dollars) Based on Enhanced Employment Test 

Under Current Employment Test Under the Minnesota Test 

MED Works 
Participants 

Total Monthly Cost Using 
September 2003 

Expenditure Levels 
MED Works 
Participants 

Total Monthly Cost Using 
September 2003 

Expenditure Levels 

3,808 $7,936,786 2,645 $5,512,814 

Total Savings per Month $2,423,972 

Sub-Total Annual Savings  for the MBI Program $29,087,664 

Less Annual Spend down costs  $3,802,704 

Less Annual Categorically Disabled costs  $22,932,480 

Total Possible Annual Savings to Medicaid $2,352,480 

Source:  Lewin analysis based on Indiana data shared by OMPP. 
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Without implementation of an additional employment verification test, Indiana could 
experience greater numbers of people enrolling in Medicaid under the Medicaid Buy-In 
coverage group.  States with Medicaid Buy-In participation similar to Indiana, such as 
Minnesota and Missouri, experienced new enrollment of approximately 200 individuals per 
month.  Since implementation in Indiana, approximately 800 individuals new to Medicaid have 
enrolled – an average of 57 people per month between July 2002 and July 2003.  If Indiana 
follows this trend or moves toward the higher Minnesota or Missouri trends, September 2004 
enrollment would be between 5,246 and 6,900 at a cost, respectively, of $36 million to $77 
million in new expenditures per year.   

E. Revenue Enhancement 

States have several mechanisms available to 
increase revenue to support the Medicaid program 
by maximizing federal funding or by finding new 
sources of revenues, in addition to the cost 
containment strategies outlined in the previous 
section. 

The first option is to seek a way to cost shift more 
of the Medicaid burden onto the federal 
government.  The shared state-federal funding 
approach to Medicaid enables states to purchase at 
least twice as much care as could be done with 
state and local dollars alone.  Unlike cost cutting, not only does revenue enhancement 
potentially leave intact the eligibility, benefits, and other parameters of the State’s Medicaid 
program, it continues to keep funds flowing to providers and communities.   

This option, known in shorthand as “federal maximization,” avoids many of the difficult policy 
and political debates at the state level.  However, federal maximization does nothing to 
restructure the underlying program, nor does it slow down the growth in Medicaid 
expenditures, so this strategy often proves to merely defer the hard choices to a later date.   

Furthermore, in the current fiscal environment, federal maximization strategies alone are not 
significant enough to solve budget problems.  There is also a risk that as states become more 
reliant on federal maximization strategies, federal agency reinterpretations of matching 
provisions will expose states to greater financial risks.  For example, in 2001, the federal 
government revised funding regulations for public hospitals by reducing the Medicaid 
allowable upper payment limit (UPL).  The National Governor’s Association estimated this 
action would reduce federal funding to states by $9 billion over five years.142 

Historically, states have used options such as  incorporating services formerly funded with 
state-only dollars into the Medicaid benefit package to make them eligible for federal matching 
funds or shifting Medicaid activities from low-match to high-match categories.  For example, in 
1993, Indiana moved to replace State funded mental health expenses with Medicaid funds 
                                                      

142  NGA Statement on Medicaid Upper Payment Limit, November 21, 2001. 

Observations and Opportunities 

 Indiana has been working on a strategy to 
increase revenues to the Medicaid program 
through a tax on nursing home beds although 
it has not been implemented. 

 Indiana could consider a more broad-based 
and uniform tax on nursing homes and health 
maintenance organizations. 

 Provider taxes would increase revenue to the 
State which could then be matched with 
federal dollars through the Medicaid program. 
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through the addition of the Medicaid rehabilitative services option, as described later in this 
report.  These types of strategies tend to be more straightforward than others and therefore 
were the first used in many states.  For many states, these efforts may have been fully 
maximized.   

The second option to avoid the difficulties of cutting back in Medicaid is to find new sources of 
non-tax revenues to meet the state’s matching obligations.  As with federal maximization, this 
option does not change the underlying dynamics in the program, and it does not contain 
Medicaid costs.  But it does protect Medicaid beneficiaries, providers, and local economies, all 
of which are important objectives.  In today’s environment, this can be a portion of a state’s 
Medicaid financing strategy, but other actions will likely need to be taken. 

It is difficult, for many reasons, for states to find new sources of revenue.  Most Medicaid 
beneficiaries receive coverage because they are poor, and are therefore unable to contribute 
much to the cost of their care.  Many Medicaid providers are paid low rates, and are therefore 
unable or unwilling to provide revenue to the state in the form of taxes on their Medicaid-
generated (matched) provider payments.   

Revenue options include applying tobacco taxes and settlement funds toward Medicaid, 
increasing federal matching funds, collecting revenue from Medicaid providers, collecting 
revenue from managed care organizations, instituting fees to be paid by managed care 
organizations or collecting revenue from program beneficiaries.  In recent years increased 
federal scrutiny over revenue options has made it more difficult for states to pursue revenue 
options which were successful in the past.143  Particularly, the federal government now strictly 
enforces the requirement that provider taxes be broad-based and uniform across all classes of 
providers regardless of whether they operate a government-funded program or facility.  These 
strategies are still feasible and many states are adopting provider taxes but it should be noted 
the environment and requirements have changed. 

1. Provider Taxes 

Provider taxes were widely used by states beginning in the mid-1980s.  Under provider tax 
programs, states would collect tax revenue from health care providers and use these funds as 
the state Medicaid share.  Typically, the providers’ rates were increased to offset the effect of the 
provider tax.  Because the rates included federal and state Medicaid funds, whereas the tax 
receipts went entirely to the state general fund, states generated new revenue using this tool.  
States often imposed these taxes on subgroups of providers or payers, such as Medicaid-only 
providers, so that the providers could be “kept whole” by increasing reimbursement to cover 
the taxes paid.  Provider tax programs typically included hospitals, ICFs/MR, nursing homes, 
and physicians.144   

Congress enacted legislation in 1991 to restrict state use of provider taxes as a way of gaming 
additional federal funds.  Now, provider assessments must be broad-based and applied 
                                                      

143  Rousseau, David and Schneider, Andy. “Current Issues in Medicaid Financing-An Overview of IGTs, UPLs and DSH,”  Kaiser 
Commission for the Medicaid and the Uninsured, April 2004. 

144 Coughlin, Teresa and Zuckerman, Stephen.  “States’ Use of Medicaid Maximization Strategies to Tap Federal Revenues: 
Program Implications and Consequences,” Urban Institute, June 2002. 
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uniformly to classes of providers.  In addition, federal law prohibits state “hold harmless” 
provisions that allow providers to receive back in increased Medicaid payments the precise 
amount they will owe under the provider tax. 

In our analysis, Lewin has reviewed the options of nursing facility taxes and managed care 
organization taxes and provided estimates of additional revenue for both taxes.  However, we 
would emphasize in Indiana, Medicaid dollars represent the bulk of nursing facility revenues, 
while for MCOs, the majority of revenues come from commercial payors.  Therefore, given the 
payor mix and progress to date on implementing a nursing facility tax, the implementation of a 
successful broad based provider tax is more likely with nursing facilities than health 
maintenance organizations. 

a. Nursing Facility Tax 

Thirty-one states have statutorily prescribed nursing home provider taxes with varying 
requirements for assessment rates and methodology for collection.  The bed day taxes range 
from a low of $1 per bed per day to a high of $9.50 per bed per day.  Vermont assesses an 
annual fee of over $3,300.  Many states set a cap of six percent of revenue, with varying 
methodologies for calculating revenue.145  

Two states (North Carolina and Oregon) currently have waivers from CMS to assess nursing 
home provider taxes.146  Other states, like Georgia and Wisconsin, use provider assessments as a 
strategy to increase federal matching dollars without a CMS waiver.  Georgia originally applied 
for a waiver to exempt non-Medicaid homes but the waiver request was denied.  Georgia went 
forward with a flat tax for all nursing homes.  In 2003, Wisconsin modified its nursing home 
provider tax to better align its methodology with the federal requirements for broad-based and 
uniform application.  Prior methodology assessed a provider payment on nursing homes, per 
occupied bed, that applied to all nursing home beds, except those in the state Centers for the 
Developmentally Disabled, the Veterans Home and beds occupied by Medicare beneficiaries.  
The monthly rate was $32 per bed for nursing facilities.147  In 2003, all exemptions were 
eliminated and the rate was increased to $75 per calendar month per licensed bed.148  Many 
states currently operating assessments without waivers are reviewing their programs to 
determine if a waiver is required or whether program modifications are needed to avoid the 
waiver requirement. 

In 2003, the Indiana General Assembly passed P.L. 224 to require a quality assessment tax be 
collected from each nursing facility with a Medicaid utilization rate of at least 25 percent and at 

                                                      

145  “Nursing Home Provider Taxes,” OLR Research Report, May 3, 2004. 
146  Both states are waiving the federal broad-based and uniform requirements by exempting certain facilities from the tax.  North 

Carolina operates a two-tiered tax on the number of non-Medicare days with less than 48,000 total bed days and more than 
48,000 total bed days.  North Carolina also exempts Continuing Care Retirement Communities.  Oregon will tax $8.25 per bed 
day, which is schedule to increase to $8.85 and will exempt the Continuing Care Retirement Communities and homes identified 
as high volume Medicaid facilities.   Continuing Care Retirement Communities, sometimes called life care communities, offer a 
full spectrum of long-term care from independent living through nursing home care.  Typically, persons buy into these 
communities to receive coverage for the remainder of their lives. 

147  “Medical Assistance and BadgerCare #43:  Informational Paper,”  State of Wisconsin, Legislative Fiscal Bureau, January 2001. 
148  “Nursing Home Rate Increase and Bed Tax #400:  Informational Paper,”  State of Wisconsin, Legislative Fiscal Bureau, May 20, 

2003. 
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least $700,000 in annual Medicaid revenue.  This law was amended in 2004, through HEA 1320, 
requiring OMPP to revise the state plan if CMS did not approve payments under P.L.224.  With 
that revision, HEA 1320 broadened the exemption of facilities to include continuing care 
retirement communities, a Medicare only facility, a facility with less than $750,000 in total 
annual Medicaid revenue and the Indiana Veterans’ Home.  HEA 1320 does allow OMPP to 
modify the exemption, if necessary, to receive CMS approval. 

Indiana’s proposed quality assessment would be a tiered rate based on total revenue applied to 
non-Medicare bed days.  OMPP has been working with Indiana’s three nursing home 
associations to reach an agreement for the annual quality assessment tax and increases in 
nursing facility medical assistance expenditures.  Although a preliminary agreement has been 
reached, OMPP must receive a waiver from CMS since its proposal, based on legislative 
directive, is not broad-based or uniform across providers.  At this time, CMS denied the original 
waiver request but is considering a new proposal and has requested additional information 
from the State.  OMPP estimates annual assessment collections of approximately $109 million.149 

OMPP may continue to receive resistance from CMS due to the complexity of the waiver 
request.  A simplified solution would meet the requirements of the law without a waiver, such 
as a broad-based, bed day tax.  However, there are drawbacks to consider.  In a broad-based 
tax, there are certainly facilities that will gain funds and many, particularly non-Medicaid 
facilities, which will lose funds.  Facilities that do not gain funds may pass on the tax to their 
residents through increased charges.   

Table 35 illustrates tax revenues available if a broad-based, flat bed day tax was implemented in 
Indiana.  It also breaks out the amount of total facility funds, those that are specifically 
attributable to Medicaid facilities and those related to non-Medicaid facilities. 

Table 35 
Indiana Potential Medicaid Revenue Generated Through a Broad-based,  

Flat Bed Day Nursing Facility Provider Tax  
(in millions) 

Tax per Occupied  
Bed per Day 

Tax 
Revenue 

All 
Facilities 

Tax 
Revenue 
Medicaid-

only 
Facilities 

Tax 
Revenue 

Non-
Medicaid 
Facilities 

Federal 
Revenue 
Available 
as Match 
for Tax 

Collected 
from  All 
Facilities 

Federal 
Revenue 

Available as 
Match for 

Tax 
Collected 

from 
Medicaid-

only 
Facilities 

Federal 
Revenue 

Available as 
Match for 

Tax 
Collected 
from Non-
Medicaid 
Facilities 

$1.00  $11.7  $7.9  $3.8 $19.1  $12.8  $6.3 

$2.50  $29.2  $19.7  $9.5 $47.7  $32.1  $15.6 

$5.00  $58.5  $39.4  $19.1 $95.4  $64.2  $31.2 

$10.00  $117.1  $78.7  $38.4 $190.8  $128.3  $62.5 

Source:  Lewin analysis 

                                                      

149  Nursing Facility Assessment and Enhanced Reimbursement, OMPP, June 7, 2004. 
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b. HMO Premium Tax 

Over the past several years, more states are turning 
to premium taxes in order to increase Medicaid 
revenues.  The federal laws created to restrict the 
use of provider taxes as a way of gaming additional 
federal funds are also applicable to taxes placed on 
premiums received by health maintenance 
organizations, including Medicaid MCOs. 

Lewin calculated the potential revenue to the State 
of Indiana if a HMO premium tax had been 
implemented in CY02 and CY03.  In order to 
implement a broad-based and uniform tax, the 
State of Indiana would be required to assess the tax 
on all HMOs in the state.152  Of the premium tax 
collections in Table 36, for CY02 and CY03 
approximately 18 percent and 24 percent, 
respectively, would be collected from Medicaid 
premiums.  As the Medicaid risk-based managed 
care program continues to expand, the amount of funds collected on Medicaid premiums would 
increase accordingly.  The federal government does allow waivers of the broad-based and 
uniform provisions but, as with other provider taxes, the number of exceptions granted are 
limited and its interpretation and enforcement of those provisions have become much more 
restrictive compared to previous years.  Given the current mix of commercial versus Medicaid 
lives enrolled in Indiana’s HMOs, this option is far less attractive than the nursing home tax.   

Table 36 
Potential Medicaid Revenue Generated Through a  

One Percent HMO Premium Tax (in millions)  

Calendar Year Premiums Paid to  
HMOs 

Tax Collected at 1% 
of Premium 

Maximum 
Federal Match1 Total Funds 

2002 $1,609.5 $16.1 $26.3 $42.4 

Medicaid $325.2 $3.3 $5.3 $8.6 

Non-Medicaid $1,284.3 $12.8 $21.0 $33.8 

2003 $1,840.9 $18.4 $30.0 $48.4 

Medicaid $397.1 $4.0 $6.4 $10.4 

Non-Medicaid $1,443.8 $14.4 $23.6 $38.0 

Source:  Lewin analysis based on premium reported to the Indiana Department of Insurance. 
1 Assumes maximum federal match if all taxes collected were allocated to the Medicaid program for either HMO 

premium increases or other Medicaid services. 

                                                      

150  http://www.hhsc.state.tx.us/Consolidation/post78/HB2292_Summary.html 
151  http://www.mnhealthplans.org/stat/stat5.html 
152  According to the Indiana Department of Insurance, Indiana does not assess a premium tax on any MCOs at this time. 

Other States’ Experiences 

In 2004, the Texas Legislature approved a 
provision removing prior exemptions from state 
MCO premium tax for CHIP and Medicaid MCOs 
and the PCCM program.  Prior to 2004, Texas 
assessed statewide MCO premium taxes but 
these taxes did not apply to Medicaid or CHIP 
premiums.150 Texas estimates a 1.75% premium 
tax for Medicaid and CHIP MCOs will result in an 
increase in state general funds of approximately 
$40 million for 2004-2005.   

The State of Oklahoma, prior to discontinuing its 
risk-based managed care program, assessed a 
MCO premium tax of 2.25% and an additional 
quality assessment tax.  

Minnesota assesses a .60% surcharge tax on 
Medicaid MCOs in order to raise additional funds 
for the Medicaid program.151 



 

 83 
363605 

F. Areas Where Sustainable Savings Opportunities are Limited 

Medicaid benefits and eligibility and fee-for-service provider rates are two areas where Indiana 
is unlikely to find sustainable savings.  Many of the optional benefits offered by Indiana are 
considered to be medically necessary services, and to eliminate these services could jeopardize 
the quality of health care services provided to beneficiaries.  Additionally, many of the optional 
services comprise such a small portion of the Medicaid budget that to eliminate them would not 
generate significant savings.  Similarly, the majority of optional Medicaid beneficiaries are 
children, which represent a small portion of Indiana’s spending on Medicaid services. Reducing 
provider payments below their current levels could also serve to jeopardize access for Medicaid 
beneficiaries. 

1. Benefits and Eligibility 

States are required to offer certain mandatory 
benefits and are required to provide coverage to 
certain mandatory populations.  Mandatory 
populations include children under age six and 
pregnant women whose family income is at or 
below 133 percent of the federal poverty level.  
States are also required to provide Medicaid 
coverage to certain individuals with disabilities 
and low-income elderly.  Optional populations 
may include low-income working parents or individuals whose medical expenses comprise a 
large part of their income. 

Medicaid includes a benefit package of mandatory services, such as inpatient hospital care and 
physician services, that all state Medicaid programs must cover. Medicaid also includes a 
variety of optional services, such as pharmaceuticals, physical therapy, and transportation that 
states can choose to cover. Medicaid rules require states to offer the same benefits to recipients 
in all categorically needy mandatory and optional eligibility categories: they cannot vary in 
“amount, duration, or scope,” among various categorically needy subgroups, unless the state 
obtains a waiver.  Federal matching funds are available for all services and benefits.  States are 
required to provide twelve service categories; these benefits include:  

• Physicians’ services 
• Laboratory and X-ray services 
• Inpatient hospital services 
• Outpatient hospital services 
• Early and periodic screening, diagnosis, and treatment (EPSDT) for children under age 21 
• Family planning services 
• Federally-qualified health center services 

                                                      

153  Indiana Medicaid’s pharmacy benefit, like most other states, includes prescription drugs and certain over-the-counter 
medications. 

Observations and Opportunities  

 The greatest expense for optional benefits is 
the cost of the pharmacy benefit.153 

 The largest category of optional beneficiaries 
is children in SCHIP. 

 No further opportunity exists for cost savings 
by reducing optional benefits or beneficiaries. 
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• Rural health clinic services 
• Nurse-midwife services 
• Certified nurse practitioner services 
• Nursing facility services 
• Home health care services 

a. States Can Elect to Provide Optional Benefits and Cover Optional Beneficiaries 

States have the option of covering an array of benefits beyond the mandatory service categories 
listed above.  Commonly covered optional benefits include prescription drugs, clinic services, 
prosthetic devices, hearing aids, dental care, and intermediate care facilities for persons with 
mental retardation.  It is important to note that some optional benefits, such as pharmacy 
coverage, are considered by states to be so medically necessary and essential to the treatment of 
illnesses that all states cover these “optional” benefits.  Indiana covers 31 of 34 possible optional 
benefits. 

In addition to the mandatory coverage groups, Indiana provides coverage to optional coverage 
groups:  women with breast and cervical cancer, children age 1-19 up to 150 percent of poverty, 
children in psychiatric facilities, refugees, foster children, and children age 18-20 living with a 
specified relative154.  As shown in Table 37, optional beneficiaries, all but 230 of whom were 
children, comprised approximately eight percent of all Medicaid beneficiaries in FY03.  

Table 37 
Indiana SFY03 Estimated Eligibles1 

by Beneficiary Classification 

 Mandatory 
Beneficiaries 

Optional 
Beneficiaries 

Total 
Beneficiaries 

Adult 127,200 230 127,430 
Child - Medicaid 381,134 15,584 396,717 
Aged, Blind & Disabled 164,941 0 164,941 
Child - SCHIP Phase I 1,490 43,150 44,640 
Total 674,765 58,964 733,729 

Source:  Lewin analysis of OMPP data. 
1  Estimated eligibles were calculated by dividing FY03 member months by 12.  The actual 

number of unique beneficiaries will be higher as the average beneficiary is covered for less than 
12 months per year. 

b. Indiana Medicaid Expenditures by Eligibility and Benefit Classifications 

In 1998, national spending on optional benefits was almost twice the spending on mandatory 
benefits.  This figure, however, can be a little misleading.  Under the federal EPSDT program, 
children under the age of 21 must receive so-called “optional” Medicaid benefits if these benefits 
are necessary to treat a child’s condition.  Thus, because of EPSDT, many benefits that otherwise 

                                                      

154  In these cases, the Department of Families and Children has legal custody of the child, but the child can live with a relative, 
such as an aunt or grandparent. 
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would be optional (and indeed are characterized as optional in federal reports) actually are 
mandatory when provided to children under the age of 21.  Indiana’s FY03 Medicaid 
expenditures for mandatory and optional services within different aid categories are shown in 
Table 38.   

Table 38 
Indiana SFY03 Medicaid Expenditures (State and Federal Dollars) 

For Mandatory and Optional Services1 
by Beneficiary Classification 

 Mandatory Services  
(in Millions) 

Optional Services  
(in Millions) 

 State 
Funds 

Total State and 
Federal Funds 

State 
Funds 

Total State and 
Federal Funds 

Mandatory Beneficiaries 
Adult $58.2 $153.1 $31.7 $83.5 
Child2 $70.1 $184.3 $99.0 $260.5 
Aged, Blind & Disabled $443.5 $1,166.6 $539.3 $1,418.5 
Total $571.8 $1,504.0 $670.1 $1,762.5 

Optional Beneficiaries 
Adult $0.4 $1.0 $0.3 $0.9 
Child $1.0 $2.6 $1.6 $4.1 
Aged, Blind & Disabled $0.0 $0.0 $0.0 $0.0 
SCHIP Phase I $5.6 $14.6 $9.3 $24.5 
Total $6.9 $18.2 $11.2 $29.5 

Source:  See notes. 
1  Expenditures shown here were obtained from Medstat and are for Medicaid fee-for-service and PCCM 

populations only. Expenditures for beneficiaries in Medicaid risk-based managed care have been excluded.  
Expenditures for those classified as ARCH, SCHIP, and undefined aid categories have also been excluded.  

2   Federal EPSDT regulations require that states provide “optional” Medicaid benefits to children under age 21 if 
these benefits are necessary to treat a child’s condition.   

The greatest expense for optional beneficiaries in Indiana is services for children age 1-19 up to 
150 percent of poverty, also known the SCHIP Phase I program.155 

As shown in Table 39, the majority of spending for optional services in Indiana occurs in 
services that every state covers to some degree, such as pharmacy coverage, intermediate care 
facilities for persons with mental retardation, and community-based waiver services to prevent 
institutionalized care.  These three services accounted for 37 percent of total Medicaid 
expenditures in FY03.   In Indiana, like most state Medicaid programs, nursing home care and 
pharmacy are the most costly benefits, followed by inpatient hospital (which is a mandatory 
benefit).  

                                                      

155  SCHIP Phase I is a federally allowed expansion under Medicaid and is a separate program from the Children’s Health 
Insurance Program offered as Package C under Hoosier Healthwise. 
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Table 39 
Indiana SFY03 Medicaid Expenditures (State and Federal Dollars) 

For Optional Services within the Mandatory Beneficiaries1 
(in Millions) 

Type of Service 
States 
with 

Benefit 
Adult Child 

Aged, 
Blind, & 
Disabled 

Total 
% of Total 
Medicaid 
Spending 

Pharmacy Benefit 51 $40.8 $77.2 $508.2 $626.2 18.9% 
Intermediate Care Facilities for Persons with Mental 
Retardation* 51 $0.0 $5.5 $329.4 $334.9 10.1% 

Waiver Services 51 $0.3 $6.6 $266.0 $272.8 8.2% 
Mental Health and Other Rehabilitative Services* 44 $6.8 $61.2 $141.0 $209.0 6.3% 

Dental Services1 46 $16.3 $37.3 $23.8 $77.4 2.3% 

Durable Medical Equipment 49 $4.0 $12.0 $54.5 $70.5 2.1% 

Clinic Services 45 $7.4 $16.0 $12.4 $35.8 1.1% 

Transportation Services (Emergency/Non-Emergency) 51/44 $2.1 $4.4 $24.8 $31.3 0.9% 

Inpatient Psychiatric Hospital Services (under age 21)* 45 $0.0 $18.6 $4.0 $22.6 0.7% 

Targeted Case Management Services* 49 $0.3 $1.3 $18.6 $20.1 0.6% 

Hospice Services* 44 $0.2 $0.1 $18.2 $18.5 0.6% 

ER – Emergency  NA2 $1.3 $4.6 $1.6 $7.5 0.2% 

Nursing Home Services (under age 21)* NA $0.0 $2.8 $3.9 $6.7 0.2% 

Physical Therapy 31 $0.3 $4.6 $1.4 $6.3 0.2% 

Eyewear 41 $1.1 $2.8 $2.3 $6.2 0.2% 

Optometric Services (excludes eyewear) 50 $0.8 $2.4 $1.6 $4.9 0.1% 

Chiropractic Services 25 $1.0 $0.8 $1.3 $3.2 0.1% 

Inpatient Psychiatric Hospital Services (over age 65)* 44 $0.0 $0.0 $2.7 $2.7 0.1% 

Speech, Hearing and Language Disorder Services 32 $0.0 $1.4 $1.1 $2.5 0.1% 

Podiatrist Services 43 $0.2 $0.1 $1.0 $1.3 0.0% 

Respiratory Therapy NA $0.1 $0.5 $0.3 $0.9 0.0% 

Certified Registered Nurse Anesthetist (CRNA) 25 $0.2 $0.1 $0.1 $0.5 0.0% 

Prosthetic/Orthotic Services 43 $0.1 $0.2 $0.2 $0.5 0.0% 

Occupational Therapy 25 $0.0 $0.2 $0.1 $0.3 0.0% 

Other NA $1.4 $7.8 $5.8 $15.1 0.5% 

Total   $83.5 $260.5 $1,418.5 $1,762.4 53.2% 

Source:  OMPP data. 
1 Expenditures shown here were obtained from Medstat and are for Medicaid fee-for-service and PCCM populations 

only. Expenditures for beneficiaries in Medicaid risk-based managed care have been excluded.  Expenditures for 
those classified as ARCH, SCHIP, and missing aid categories also have been excluded.  Pharmacy benefit 
expenditures shown are exclusive of rebates. 

2 NA indicates that state-by-state data was not available for this particular service.  Other states provide these 
services, but the exact count is not available. 

* Expenditure levels include fee-for-service expenses for MCO enrollees for certain services excluded from the MCO 
benefits package. 
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Medicaid Opportunities and Observations 

While we did look at the cost of providing each benefit to Medicaid members, we do not make 
any recommendations regarding eliminating or restricting services or reducing any beneficiary 
eligibility groups.  Although Indiana does provide many of the optional Medicaid services, 
many benefits, such as pharmacy, are provided by almost all states and are considered an 
integral part of the Medicaid program.  Other services that may be considered less integral 
account for such a small portion of the Medicaid budget  (for example, podiatrist services 
represent less than 0.1 percent of total Medicaid spending in Indiana) that it would not be 
worthwhile to eliminate these services.  Furthermore, the elimination of certain services may 
result in increased visits to a primary care provider or the emergency room.   

Similarly, we have not made recommendations on eliminating beneficiary groups.  Other than 
coverage for children, Indiana’s Medicaid eligibility is more tightly constructed compared to 
other states.  Indiana is one of only eleven so called “Section 209(b)” states with financial 
eligibility rules more restrictive than the federal SSI program standards.156 The majority of 
beneficiaries in Indiana are mandatory populations.  Very few of the optional beneficiaries are 
adults.  The remaining optional beneficiaries are low-income children that Indiana has chosen 
to cover.  Spending on services for these optional beneficiaries is low, compared to total 
Medicaid spending.  There does not appear to be further opportunities for savings in this area. 

2. Fee-for-Service Hospital, Physician, and Dental Payments 

Provider payment levels are considered by states 
when reviewing options for containing costs of the 
Medicaid program.  In FY04, 39 states implemented 
provider rate reductions or freezes.  In this report, 
Lewin has reviewed provider rates for 
opportunities for increased savings to the State.  
Areas identified for increased savings include areas 
such as nursing home, pharmacy, managed care 
and elsewhere.  However, when reviewing 
hospital, physician and dental rates, there does not 
appear to further opportunities for savings while 
sustaining the viability of the program. 

a. Hospital Rates 

Lewin examined Indiana hospitals’ financial performance, payments compared to costs, 
payment methodology, and hospital cost efficiency.  The financial performance of Indiana 
hospitals has been above the national average and higher than the average in neighboring 
states.  However, the total margins have fallen sharply since 1999.  When specifically analyzing 
financial performance of hospitals with more than 50 percent Medicaid inpatient care, total 
hospital margins are reduced significantly, from 5.5 percent for all hospitals to 2.5 percent for 

                                                      

156  States using the Section “209(b)” Option have Medicaid eligibility criteria that are different than the SSI standards but not more 
restrictive than the State’s approved Medicaid State plan in January 1972 – the year the SSI law was enacted.   

Observations and Opportunities  

 Indiana is not a generous payor for hospital or 
physician providers in the Medicaid fee-for-
service program. 

 Efforts to increase access to dental services 
for Medicaid beneficiaries have shown some 
positive results. 

 Further reductions to provider payments could 
result in few providers willing to accept 
Medicaid patients. 
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the large volume Medicaid hospitals.  Most analysts believe hospitals need positive margins 
between 4 percent and 6 percent to sustain long term financial viability. 

Medicaid payment-to-cost ratios for Indiana based on 1999 American Hospital Association 
survey data suggest that Indiana’s Medicaid payment-to-cost ratio was 98.0 percent (twelfth 
highest of the 50 states and the District of Columbia), which is above the national Medicaid 
payment-to-cost ratio of 96.7 percent.157  However, Indiana is currently in the process of 
implementing several hospital reimbursement changes that are projected to result in lower 
levels of reimbursement .  To measure the effect this might have on Indiana’s ranking in terms 
of Medicaid payment-to-cost ratios, we adjusted the 1999 ratio by reducing the 
non-Disproportionate Share Hospital payments by 5 percent and recalculating the 
payment-to-cost ratio.  The adjusted payment-to-cost ratio for Indiana is 94.0 percent, which is 
below the national ratio and moves Indiana to eighteenth nationally.   

The Lewin Group Hospital Efficiency Model was used to evaluate the relative cost efficiency of 
Indiana hospitals.  This analytical technique uses a regression-based, econometric model 
incorporating multiple factors to predict operating cost per case. Based on our analysis, Indiana 
hospitals’ costs were only slightly higher than expected.  Based on 1999 data, actual costs for 
Indiana hospitals were 3.2 to 4.1 percent above their expected costs. 

When financial performance, payments compared to cost, payment methodologies and hospital 
efficiency are analyzed, particularly in the context of the recent actions of OMPP to reduce 
hospital payments and the effects of these reductions on hospitals, it does not appear that there 
is room to further reduce hospital rates. 

b. Physician Rates 

After slow growth during the 1990s, Medicaid physician fees, nationwide, increased 27.4 
percent, for an average annual rate of increase of five percent, between 1998 and 2003.  During 
the robust economic years of the late 1990s and early 2000s, 36 states increased their Medicaid 
physician fees, including ten states raising them at or above the rate of inflation.  Six states, 
including Indiana, held Medicaid physician fees flat, with no fee increases.  By holding 
physician rates constant, Indiana has continued a descent further from the Medicare index.   

• In 1993, Indiana’s Medicaid program paid physicians comparable to the Medicare 
program which placed it 9 to 13 percent above the national average for Medicaid.   

• In 1998, Indiana’s Medicaid fee index was at the national average, paying 
approximately 72 percent of Medicare rates.158   

• By 2003, Indiana’s Medicaid fee index was approximately 68 percent of Medicare 
rates.159  

                                                      

157  The national Medicaid payment-to-cost ratio is an average of all hospitals in the nation and is not an average based on 
individual state ratios.  

158  “Trends in Medicaid Physician Fees, 1993-1998,” Health Affairs, July/August 2000. 
159  “Changes in Medicaid Physician Fees, 1998-2003:  Implications for Physician Participation,” Health Affairs, June 23, 2004. 
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As fees remain constant over time, the result is an implicit fee reduction due to increasing 
medical inflation.  At some point low fees will become a barrier to access to care for Medicaid 
patients.  Studies are inconclusive as to where the breaking point might be and when access to 
care is diminished but states should consider the impact of low fees to the quality of their 
program over time.  It has been found that physicians in states with the lowest Medicaid fees 
are less willing to accept most or all new Medicaid patients compared to physicians in higher 
paying states. 160 As Indiana’s rates are held constant over time or if they were to be reduced 
further, low fees could become a barrier to accessing care for beneficiaries.  There does not 
appear to be an opportunity for further Medicaid savings through reductions to physician fees. 

c. Dental Rates 

Federal law requires all states participating in the 
Medicaid program to provide dental coverage for 
children up to the age of 21.  These services are 
required as part of Medicaid’s Early Periodic 
Screening, Diagnostic and Treatment (EPSDT) 
Services.  EPDST includes periodic screenings and 
follow-up diagnostic and treatment services, 
without regard to whether those services are provided to adults.  Dental services for adults in 
the Medicaid program are optional. 

The rate of eligible children receiving dental services in Medicaid programs across the country 
has been of on-going concern for state and federal officials.  Nationally, fewer than 20 percent of 
children on Medicaid receive preventative dental visits.161  The goal of Healthy People 2010 is to 
increase the percent of Medicaid-eligible children who receive dental services to 57 percent. 

For the most part, the low reimbursement rates paid to dentists has led to low rates of 
participation and has created access issues for Medicaid beneficiaries.  According to a 2001 
National Conference of State Legislators Issue Brief, the primary strategies states can take to 
increase dental participation and increase the rate of dental care among eligible children are 
increasing reimbursement rates and reducing prior authorization requirements for routine 
services, and some states have even reduced prior authorization for more complex services.162 

According to the same Issue Brief, when rates are increased to acceptable rates and 
administrative burdens reduced, four primary changes in the program will occur:   

• Cost of care will increase because unit costs increase; 
• Dentists will perform more services for children in the current patient load because 

there is an increased incentive for comprehensive care; 
• If a dentist sees Medicaid children, the practice will expand to take on more Medicaid 

children; and  
• More dentists will join the program. 

                                                      

160  “Changes in Medicaid Physician Fees, 1998-2003:  Implications for Physician Participation,” Health Affairs, June 23, 2004. 
161  “State Efforts to Improve Children’s Oral Health,” NGA Center for Best Practices Issue Brief, November 20, 2002. 
162  “Increasing Dentists Participation in Medicaid and SCHIP,” NCSL Promising Practices Issue Brief, 2001. 

Medicaid Eligible Children Receiving Dental 
Services 

Healthy People 2010 Goal 57% 

National Average 20% 

Indiana Average FY01 30% 
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Indiana Medicaid covers medically necessary dental services for children under 21 years old, 
including periodic prophylaxis and topical fluoride applications.  In 1994, Indiana’s Medicaid 
reimbursement for dental services was significantly reduced in an effort to contain Medicaid 
expenditures.  The implementation of Medicaid managed care, to include dental services was 
also underway.  These factors led to a significant decrease in the number of dentists accepting 
Medicaid patients, which resulted in decreased access to services for Medicaid beneficiaries. 

In 1998, the state determined it was necessary to increase Medicaid dental rates and instituted a 
119 percent increase in Medicaid fees, which was the equivalent to full private practice fees for 
most dentists.  Although the fee increase was significant, in a comparison of 45 states for the 
year 2000, Indiana ranked 41st out of 45 states for the Medicaid rates paid to dentists.163  Also in 
1998, dental services were carved-out of the managed care program and the requirement for 
preauthorization of services was eliminated for most procedures.164   

Although Indiana’s national ranking in 2000 was low, the impact of the rate increase was 
significant.  The program saw a significant growth in the number of participating dentists from 
751 in 1997 to 1,443 in 2001165, along with an increase in the number of recipients and total 
expenditures for the program. 

Table 40 
Growth in the Medicaid Dental Program 

1998-2001 

 FY 1998 FY 1999 FY 2000 FY 2001 

Dental Expenditures (in millions) $25.6 $68.4 $90.8 $108.0 

Unduplicated Dental Recipients  105,402 157,907 195,655 231,484 

Average Cost per Recipient $4,222 $4,394 $4,224 4,348 

Percent of Medicaid Beneficiaries 
Receiving a Dental Service 17% 24% 26% 28% 

Source:   CMS 2082 reports. 

The growth in dental expenditures and average cost per recipient from FY98 to FY99 is expected 
when the rates were increased by 119 percent.  As Table 41 shows, the growth in expenditures 
outpaced the total rate increase from FY98 to FY99 was 167 percent and expenditure growth 
continued at a slower pace over the next two years. 

                                                      

163  “Comparing Physician and Dentist Fees Among Medicaid Programs,” The Lewin Group, June 2001. 
164  “Dental Public Health Activities and Practice,” Oral Health Division, State Department of Public Health, June 2002. 
165  Ibid. 
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Table 41 
Percent Growth in the Medicaid Program Compared to the Medicaid Dental Program 

1999-2001 

 
Overall 

Medicaid 
Expenditures 

Dental 
Expenditures 

Unduplicated 
Medicaid 

Recipients 

Unduplicated 
Dental 

Recipients 

Average Cost 
per Medicaid 

Recipient 

Average Cost 
per Dental 
Recipient 

FY 1999 7% 167% 3% 50% 4% 78% 

FY 2000 8% 33% 13% 24% -4% 7% 

FY 2001 13% 19% 10% 18% 3% .5% 

Source:   CMS 2082, Indiana. 

A number of other states have raised Medicaid dental reimbursement rates to fees based on fees 
charged by dentist in the private sector.  These states have seen a substantial increase in dental 
visits, claims submitted and providers participating in the Medicaid program.  Michigan 
experienced an 88 percent increased in dental visits the year the rates were increased and 
Georgia saw a 63 percent increase in provider participation.166 

In conclusion, Indiana’s Medicaid dental program has significantly increased expenditures for 
dental services since 1998.  This increase has resulted in increased access to services by children 
and adults, although the overall percentage of Medicaid beneficiaries receiving dental services 
still remains low.  There does not appear to be an opportunity for further Medicaid savings 
through reductions to dental fees. 

                                                      

166  “State Efforts to Improve Children’s Oral Health,” NGA Center for Best Practices Issue Brief, November 20, 2002. 
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IV. OPPORTUNITIES FOR FURTHER EXPLORATION 

We have identified two areas that OMPP might explore for additional savings and efficiencies: 
mental health and management and administration.  In both areas, quantifying potential 
savings was not possible.  Rather than program savings, we offer observations of potential 
opportunities for improved program operations. 

A. Mental Health 

Historically, community mental health services 
have been funded through a combination of state 
grants to local providers and Medicaid funding for 
those persons eligible for Medicaid.  In the 1990s, 
states across the country experienced significant 
increases in Medicaid financed mental health 
services.  Nationally, Medicaid expenditures for 
mental health services increased 69 percent from 
fiscal year 1997 to fiscal year 2001,167 and Medicaid-
funded services are a growing percentage of total 
expenditures on mental health services.  This trend 
has resulted primarily from aggressive federal fund 
maximization strategies on the part of states.  
Notwithstanding this financing shift, Medicaid remains but one of many funding streams in the 
public mental health system.  

Delivery of mental health services generally occurs in institutions and in outpatient community 
settings, with an increasing reliance on the Medicaid rehabilitation services option for 
community funding.  The Indiana Division of Mental Health and Addiction is responsible for 
oversight and delivery of mental health services.  Mental health services in Indiana are 
delivered in six state psychiatric hospitals and in the community through a network of public 
community mental health centers that provide or coordinate care.  Inpatient and community 
services are available to all persons with severe and persistent mental illness, regardless of 
Medicaid eligibility.   

The administration of the delivery of behavioral health services, including mental health and 
substance abuse services, varies by state.  Some states have chosen to blend Medicaid and non-
Medicaid mental health and substance abuse funds and services into a single system of care.   
Some of these states use an outside contractor to manage the delivery of services within the 
entire Medicaid/public mental health system under one of the following two models: 

• a carved-out model168 for behavioral health services managed through an at-risk 
contract with a behavioral health organization, or 

                                                      

167  “State Profile Highlights,” National Association of State Mental Health Program Directors Research Institute, Inc (NRI), No. 03-
02, July 2003. 

168  Carve-out models are created when states make a decision to separately purchase a service that is typically part of an MCO 
plan. 

Observations and Opportunities  

 Indiana has experienced significant growth in 
the Medicaid Rehabilitation Option for persons 
with serious mental illness. 

 Indiana’s experience is not significantly 
different than the national experience. 

 Indiana operates a largely public sector mental 
health system.  A further review of Medicaid 
and non-Medicaid mental health and 
substance abuse service provision could 
provide insight into opportunities for 
public/private partnerships in operating the 
mental health system. 
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• a fee-for-service system with an Administrative Service Organization providing 
administrative services169 for management of behavioral health services.  

Other states continue to separate Medicaid funding from other public mental health funding, 
and in many cases these states employ the following model for provision of mental health 
services to the Medicaid population: 

• an integrated model whereby physical health and all or part of behavioral health 
services are managed through an at-risk contract with a managed care organization. 

Any one of these options is available to Indiana moving forward.  However, a thorough 
assessment of the advantages and disadvantages of each option for Indiana requires a review 
not only of Medicaid-financed services but also of how the entire mental health system 
functions.  Although Lewin has not conducted a full mental health system review, we have 
focused on the Medicaid-funded rehabilitation services option and provided a brief review of 
how other states are managing their systems of care.   

1. Growth in the Medicaid Mental Health Rehabilitation Services Option 

As stated above, in the past several years states have increasingly sought ways to share the 
financial burden of care for Medicaid recipients with the federal government.  Many states have 
added optional mental health services to the Medicaid benefit package, allowing the states to 
receive substantial federal matching dollars for formerly state-only funded expenses.  As a 
result of changes in the financing of services, mental health centers adopted new business 
practices to bill Medicaid for services which had traditionally been grant funded, as intended by 
the state.  

Indiana’s growth in Medicaid-financed community mental health services mirrors the national 
experience.  In 1993, Indiana implemented the Medicaid Rehabilitation Services Option for 
persons with serious mental illness.170  Community mental health centers and their 
subcontractors are allowed to bill Medicaid for these services when provided to Medicaid 
beneficiaries.  Funding for these services is approximately 62 percent federal, with the state and 
local governments paying the remaining 38 percent.  In Indiana, local governments levy a 
property tax of at least three percent for community mental health centers which may be used 
as match for federal Medicaid funds. 

In SFY00, Medicaid rehabilitation expenditures were in excess of $134.7 million and services 
were provided to approximately 38,000 individuals.  In SFY03, the program grew to $207.4 
million and approximately 57,000 individuals served, a 35 percent increase in cost and a 33 
percent increase in the number of people served.   

                                                      

169  Administrative Service Organizations typically offer services such as claims processing, treatment authorization, credentialing, 
network management, benefit plan design, information systems, data management, customer call centers, and federal reporting. 

170  MRO services include individualized counseling or psychotherapy, family counseling or psychotherapy, group counseling or 
psychotherapy, crisis intervention, medication and assistance with medication, training in activities of daily living, group 
training in activities of daily living, partial hospitalization and case management services.  
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Table 42 
Medicaid Rehabilitation Option Expenditures (in millions) and Recipients  

Fiscal Year Total Expenditures State Match Paid Medicaid 
Recipients 

2000 $134.7 $51.4 38,343 

2001 $160.3 $60.8 43,771 

2002 $184.5 $70.0 50,254 

2003 $207.4 $77.1 57,065 

Source:  DataProbe, DMHA, June 2004. 

There are several factors contributing to the growth in expenditures for the Medicaid 
rehabilitation option, although they are not all Medicaid-related and may not account for the 
full growth of the program.  The mental health system in Indiana, as in other states, consists of 
multiple funding streams serving Medicaid and non-Medicaid consumers.  To effectively 
examine the Medicaid mental health system also requires a thorough examination of the public 
mental health system.  However, there are factors to be considered when reviewing the growth 
in the Medicaid rehabilitation option, such as: 

• During this same time period, the number of people in Indiana state hospitals 
decreased while the number of people served in the community increased.171   

• Community mental health centers in Indiana experienced an increase from 33 percent 
to 38 percent of persons served with Medicaid as their insurance source.172  This has 
also been seen in other states, as budgets tighten, community centers are requiring 
Medicaid eligible consumers to enroll in Medicaid rather than serving them with state 
funds, which was a common practice in the past.173 

• Nationally, people with serious mental illness were more likely to receive specialty care 
in 2001 than in 1997.174 

In Indiana, as in many states that have MRO services operating in a largely fee-for-service 
environment, community mental health centers and/or their providers develop service plans 
for individuals found eligible for MRO benefits.  The service plan is aimed at treating the 
disability and maintaining or improving the individual’s level of function.  Plans are reviewed 
by the service provider every 90 days to make modifications as needed and track client 
progress.  Although MRO benefits identified in the service plan do not require prior 
authorization, DHMA monitors the program through retrospective reviews of billing 
documentation and audits of service plans conducted by Health Care Excel under a contract 

                                                      

171  Indiana Family and Social Services Administration Division of Mental Health Biennial Report, SFY 2000-2001. 
172  HAP Consumers’ Insurance Status (self-reported), Indiana Family and Social Services Administration Division of Mental Health 

and Addiction, June 16, 2004. 
173  Interview with Vijay Ganju, Director, Center of Mental Health Quality and Accountability, National Association of State Mental 

Health Program Directors’ Research Institute. 
174  Mechanic, David and Bilder, Scott.  “Treatment of People with Mental Illness:  A Decade-Long Perspective,” Health Affairs, 

July/August 2004. 
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with OMPP.  Additional audits can be requested by the provider, by the individual receiving 
service, or as a result of unusual patterns that Health Care Excel or DMHA observes in the data. 

Although there is no data to suggest this type of service plan development and lack of 
authorization has led to inappropriate levels of service, it has been something of focus for many 
states across the country.  States are not only looking at Medicaid Rehabilitative Services but at 
all mental health services to determine if systemic changes are needed to assure beneficiaries are 
receiving the most appropriate services in the most cost efficient manner.  

2. Managing Mental Health Services in Other States 

In 2003, 38 states reported having one or more managed care systems affecting behavioral 
health service175 delivery for children and their families.176  However, the organization, 
financing and structure of these systems varies considerably by state.  See Appendix D for 
details on individual state programs.  For the most part, states are operating one of the three 
managed care models described earlier. 

Some states are operating several models as they attempt to determine what works best for their 
state.  For example, Texas operates an integrated model in urban areas which encompasses 
physical health and certain behavioral health services such as counseling, psychiatry and 
inpatient hospitalization for children.  At the same time, in Dallas County, the state operates a 
carve-out model which includes all behavioral health services for both Medicaid and non-
Medicaid beneficiaries.  This program includes the Medicaid Rehabilitation Option services.  
While these programs are being operated, the State mental health agency is also developing 
another model which has pre-determined benefit levels based on clinical criteria.  This program 
will be used statewide, including managed care counties, and may eventually involve an 
administrative service organization. 

The impact of managed care reform on system performance is still largely unknown.  When 
states were asked to report on the overall clinical and functional outcomes, over half reported 
they did not know if the managed care program had increased or decreased performance.  
However, when results were known they reflected positive performance, with carve-out 
programs reporting somewhat better results than integrated programs.177   

As states move forward with models of managed care for behavioral health services, the 
changes occurring seem to be movement from a risk-based model to increased use of non-risk-
based arrangements and administrative service organizations.  Administrative services 
organizations are becoming attractive to both states and managed behavioral health 
organizations.  For states, the administrative services organization eliminates the concern that 
profits are possibly shifting dollars away from care.  For the managed care organizations, the 

                                                      

175  Behavioral health is the term used for mental health and substance abuse services. 
176  Stroul, B.A., Pires, S.A. & Armstrong, M.I.  “Health care reform tracking project:  Tracking state managed care systems as they 

affect children and adolescents with behavioral health disorders and their families,” 2003 State Survey. 
177  Stroul, B.A., Pires, S.A. & Armstrong, M.I.  “Health care reform tracking project:  Tracking state managed care systems as they 

affect children and adolescents with behavioral health disorders and their families,” 2003 State Survey.   
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non or partial-risk financial arrangement reduces issues many are having with decreasing or 
non-existent profit margins in behavioral health.178 

Medicaid Opportunities and Observations 

• The growth in Indiana’s Medicaid Rehabilitative Option mirrors the experience 
nationally.  There are many factors contributing to the growth in Indiana and other 
states but it is difficult to quantify all of the factors. 

• Indiana operates a largely public sector mental health system.  According to the Center 
for Health Care Strategies, more than 37 states have entered into some form of 
public/private arrangements for implementation, administration, and monitoring of 
Medicaid behavioral health care, which typically includes both mental health and 
substance abuse services.179  States have operated integrated and carved-out models 
with varying levels of success.  An increasing number of states are opting to move to 
non-risk administrative services organization (ASO) contracting to gain the benefits of 
outside management and review without the corresponding concerns that can result 
from the incentives of a full-risk arrangement.  Indiana may wish to further study 
opportunities for public/private partnerships in administration of the program or in 
service provision.    

B. CHOICE 

CHOICE is a unique state general fund program 
that provides HCBS for persons with disabilities 
and persons of advanced age.  Eligibility for 
CHOICE is relatively easy to meet; participants 
must be over age 60 and/or have a disability.  For 
CHOICE, disability is defined as being unable to 
perform two or more activities of daily living 
(ADL) as determined through the use of the long 
term care Services Eligibility Screen.  Because of 
this requirement, compared to the functional test 
for HCBS waiver and institutional services, many 
people in CHOICE have less intense service needs.   

CHOICE has no financial eligibility requirements but it does have a cost sharing requirement 
for all participants except those who are Medicaid eligible.  The cost share formula considers all 
sources of income but is designed to “protect an individual’s monthly income from falling 
below 151 percent of the federal poverty level.”  In FY02, 12,728 individuals received CHOICE 
services at an average cost per month per client of $555; 1,000 of these individuals also were 

                                                      

178  “Medicaid Behavioral Managed Care:  What Lies Ahead, Informed Purchasing Series,” Center for Health Care Strategies, 
August 2002. 

179  Ibid. 

Observations and Opportunities  

 CHOICE is a wide-reaching HCBS program 
funded by state dollars only (i.e., it is not a 
Medicaid program). 

 Indiana could enhance data collection and 
tracking of CHOICE. 

 Enhanced CHOICE data could be used to 
better target resources to complement and 
support Medicaid-financed HCBS programs.  
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eligible for Medicaid.180  There also were 8,577 people waiting for CHOICE services.  See Table 
43 for a comparison of long term care service costs. 

Table 43 
FY03 CHOICE Costs Compared to Medicaid Long Term Care Services 

Program Annual State/Federal 
Costs 

Average Monthly 
Cost per 

Beneficiary 
CHOICE $6,064,336 $538 
Nursing Home $580,896,000 $12,682181 

Waivers 
Aged and Disabled $28,904,121 $865 
Developmental Disabilities $236,817,778 $5,166 
Autism $9,299,696 $3,183 
Support Services $11,547,915 $660 
Traumatic Brain Injury $3,247,563 $2,260 
Assisted Living $88,862 $705 
Medically Fragile Children $ 1,587,813 $1,193 
Serious Emotional Disturbance Not Available Not Available 

Source:  OMPP 

In addition to administering Medicaid HCBS waivers and related intake and coordination 
functions, the DDARS IN-Home Services program also administers CHOICE.  Funding for 
CHOICE flows through the DDARS budget.  

Since 1992, DDARS has operated the In-Home Services program which functions as a “single 
point of entry” or one-stop system for older persons and young adults with disabilities.  
Housed in the State’s 16 Area Agencies on Aging (AAA), these sites provide assessment for 
services, care coordination, and intake services.  The AAAs operate autonomously and state 
staff report that there is significant local variation in how the state’s AAAs perform intake and 
deliver services.  Information on CHOICE services is primarily maintained at the local level in 
the Area Agency on Aging.   

Medicaid Opportunities and Observations 

While CHOICE is not a Medicaid financed program, using CHOICE in a targeted manner with 
Medicaid-financed long term care programs could offer Indiana cost saving opportunities.   

1) CHOICE is a mechanism to provide HCBS to a broad group of individuals with long 
term care support needs.  Since it is a State general fund program, consumers enjoy 
greater flexibility in service design and delivery, and providers, consumers, and local 

                                                      

180  Some of the approximately 1,000 CHOICE participants who are reportedly also Medicaid eligible are Spend down program 
participants.  OMPP typically reviews the CHOICE rolls to identify individuals who could be converted to Medicaid.   

181  This figure includes all nursing home stays including short term facilities.   
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authorities are not burdened with Medicaid documentation requirements.  However, 
this flexibility and related local variation presents several challenges.  FSSA staff 
indicated that most CHOICE data is maintained locally, at the Area Agencies on Aging, 
and little program information, such as service utilization, is available for the entire 
state.  FSSA should pursue contract amendments with the AAAs requiring them to 
provide more robust data on the program.  A greater understanding of CHOICE would 
enable the State to better understand its day-to-day functions and consider important 
possible uses.182  For example, CHOICE could be used as part of a targeted nursing 
home diversion initiative.  Preliminary research on the state of Maryland’s Senior Care 
program, a state general fund program similar to CHOICE, indicates Senior Care 
support services play a role in delaying entry into nursing homes.183  

2) CHOICE dollars could be used to add HCBS waiver capacity or fund other Medicaid 
HCBS programs.  Expansion of waiver services would help reduce Indiana’s HCBS 
waiver waiting list and help the State divert some people from institutional services into 
typically less costly HCBS service settings.  However, converting CHOICE to Medicaid 
must be considered against the following backdrop:   

• Conversion of CHOICE to Medicaid would result in the implementation of 
Medicaid financial eligibility rules and set a higher standard for determining 
functional eligibility.  These standards could result in the loss of services for 
many CHOICE participants.  Subtracting the number of Medicaid eligible 
CHOICE participants, approximately 1,000 individuals, from the total number 
of CHOICE participants, 12,728, the potential number of individuals who would 
not be eligible for the new or expanded Medicaid program is 11,728.   

• Individuals who do become Medicaid eligible would not only have access to 
Medicaid-financed long term care services but also to other Medicaid coverage 
items such as pharmaceuticals and ambulatory care.  In Indiana, the average 
annual Medicaid costs, acute and long term care but excluding waivers, for 
persons with disabilities and persons of advanced age was $12,880.184  If 
CHOICE was converted to Medicaid, assuming these individuals were able to 
become financially eligible there would be increased costs to Medicaid.   

 

                                                      

182   FSSA is now pursuing contract amendments to achieve consistency in the CHOICE program across all AAAs.  
183  Currently, FSSA requires AAAs to use the INSITE information system; however, OMPP staff acknowledges the INSITE data is 

of questionable reliability.  
184  Lewin analysis of 2001 CMS 2082 data trended forward to 2003.  
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C. Management and Administration 

As described earlier, Medicaid is jointly 
administered by the federal and state governments.  
Each state is responsible for the operation of its 
Medicaid program within broad federal guidelines.  
Under federal Medicaid law, a state must designate 
a single state agency to be responsible for the state 
Medicaid plan.  The single state Medicaid agency is 
not required to administer the entire Medicaid 
program; it may delegate administrative functions 
to other state or local agencies or private 
contractors.  Most states elect to contract out at 
least some administrative functions.  However, the 
single state Medicaid agency remains ultimately responsible for all Medicaid programs.  As 
multiple agencies and contractors are involved in the Medicaid program, the need for 
coordination and communication is increasingly important.   

1. State Medicaid Agencies Perform an Array of Functions 

A state Medicaid agency operates like any health insurance program in that it purchases a 
broad range of acute and long term care services on behalf of its beneficiaries.  In the case of 
Medicaid, the beneficiaries are eligible low-income individuals.  And, similar to any other 
health insurer, the state Medicaid agency is responsible for several administrative tasks related 
to the delivery of benefits and services.  At the same time, the Medicaid agency has additional 
responsibilities that private insurers do not fulfill.  For example, the Medicaid agency (or 
another state agency) must develop eligibility policies and determine eligibility for the 
Medicaid program.  In the case of both benefits provision and eligibility determination, the state 
Medicaid agency’s policies and procedures must comply with federal requirements and 
withstand federal audits.   

Medicaid agencies determine which functions to perform in-house and which to contract to 
external vendors.  The following are the key functions performed by a state Medicaid agency:  

• Beneficiary outreach and enrollment, including determining eligibility for potential 
beneficiaries and conducting periodic eligibility re-determination. 

• Defining the scope of covered services, specifically which services will be provided for 
each eligibility group.  This includes setting medical policy and requirements for prior 
authorization of certain services. 

• Setting MCO capitation rates and fee-for-service provider rates.  In setting MCO 
capitation rates, the Medicaid agency must determine which services will be included in 
the capitation rate, and which will be “carved-out.” 

• Contracting with MCOs and providers, including evaluating MCO and provider 
qualifications. 

• Payment of providers and MCOs, specifically processing claims. 

Observations and Opportunities  

 The Indiana Medicaid Agency has two key 
management challenges: 1) a small in-house 
staff; and 2) a lack of administrative flexibility 
to take action. 

 Indiana could increase OMPP’s in-house 
administrative capacity. 

 A targeted increase of in-house administrative 
capacity would allow OMPP to better 
implement the broad programmatic changes 
outlined above. 
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• Monitoring service quality, specifically monitoring appropriate access to quality care.  
Like any health insurer, Medicaid agencies need to ensure that they are buying quality 
care for their  beneficiaries. 

• Ensuring program integrity, including programs and audits like the Payment Integrity 
Program, Prudent Rx, and Service Utilization and Review to ensure proper payment.  
Indiana also has in place programs to recoup incorrect or fraudulent payments. 

• Processing appeals, including receiving complaints from members and providers and 
resolving them in a timely manner. 

• Collection and reporting of information, including collecting mandatory reports for the 
federal government and sharing program information with the Governor and the State 
Legislature. 

2. New Initiatives Require Increased Staff Resources 

Throughout government, better management practices can result in advancements in program 
development and/or improvements in service provision.  Additionally, by operating more 
efficiently, administrative costs will remain low, compared to total Medicaid spending.   

Currently, Indiana has approximately 70 FTEs in OMPP dedicated to operating the Medicaid 
program; other states with similar size Medicaid programs have considerably more state-
employed FTEs.  To date, Indiana has been effective in keeping administrative costs low.  In 
FY02, Indiana spent 3.9 percent of its total Medicaid budget on administrative costs, compared 
with the national average of 4.6 percent.185 Nationally, administrative costs range from 2.6 
percent to 8.7 percent.  Assuming that the percent of the total budget spent on administrative 
costs is consistent from FY02 to FY04, we estimate the total administrative budget, including the 
state FTEs and external contractors (described in detail below) to be  approximately $150 
million.186   

It is important to note that many of the opportunities for Medicaid sustainability presented 
earlier in this section require more coordination across FSSA agencies and more oversight of 
contractors.  Additional project management responsibilities can, in turn, generate more work 
for the Indiana Medicaid office, which could result in the need for increased staffing levels.   

3. OMPP Works with Several External Contractors 

OMPP contracts out a large portion of its work, relative to other state Medicaid agencies.  
Specifically, OMPP holds contracts with 13 outside vendors (in addition to the MCO contracts 
and the disease management vendors), as shown below.  More detailed descriptions of each 
scope of work are included later in this section. 

                                                      

185  Data from CMS-64 reports.  This data includes other Indiana agency spending on Medicaid administration. 
186  Administrative budget was calculated based on the FFY02 administrative percent reported to CMS and the FY04 Medicaid 

budget reported by OMPP.  This estimate for administrative spending represents more than OMPP’s spending on Medicaid 
administration.  The figures reported by CMS include other Indiana agency spending on Medicaid administration.  OMPP 
reports administrative spending of less than $100 million, including state and federal dollars. 
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Figure M 
Organizational Chart 

 

 

 

 

 

 

 

 

 

 

 
 

Source:  OMPP data. 

This “contracting out” strategy provides long term benefits to the state budget by allowing it to 
expand and contract administrative investments as needed, and, therefore, offering lower state 
personnel costs (e.g., retirement).  However, effective management and control of contractors 
carries its own costs.  Several of these vendors hold multiple contracts with the State, some of 
which are managed by different units within OMPP.  It is important to understand that, at 
times, federal and State procurement policies prevent OMPP from amending a contract to 
include additional activities.  As a result, it may be unavoidable to enter multiple contracts. 

For example, OMPP has three primary contractors conducting utilization management and 
payment accuracy tasks for the acute care program.  Each of these contractors has a defined set 
of tasks and responsibilities, as described in more detail below.  Critical to each of their 
contracts is the requirement for coordination and communication between each contractor due 
to the similar nature of their work.  There is nothing inherently wrong with dividing 
responsibilities among multiple contractors who specialize in specific areas.  However, it is 
important that OMPP and the contractors maintain a high level of effective communication to 
promote efficiency among overlapping responsibilities.   

It is also important for OMPP to appropriately monitor and adjust contract terms based on 
programmatic changes.  For example, the majority of the contracts for managed care 
administration are designed as flat fee, not-to-exceed arrangements. As explained earlier in the 
section on Medicaid managed care expansion, a flat fee arrangement can become unacceptable 
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for either the state or the contractor, depending on the program changes associated with 
managed care expansion.  For example, AmeriChoice provides enrollment broker services for 
PCCM and the RBMC program.  As more members move from FFS to any managed care 
arrangement, AmeriChoice will need to provide these services for more beneficiaries.  Similarly, 
for the contracts that include variable cost arrangements, it is necessary to reconsider the 
payment thresholds and the total budget amount.  For example, EDS is paid a fixed amount for 
fee-for-service and PCCM claims processing up to a certain threshold.  Above that threshold, 
EDS is paid per claim, up to a maximum dollar amount.  As more members are enrolled in 
managed care, the thresholds may need to be adjusted.   It will be important for OMPP to 
review all contracts related to the managed care program to determine which arrangements 
would need to be modified moving forward. 

Table 44 
Contractor Scope of Work and Total Dollars Spent 

Contractor Scope of Work Total Dollars Spent 
FY03 

ACS  Provides Pharmacy Benefit Management services for the Medicaid 
and Hoosier Rx programs. 
Provides medical support establishment services to assist the 
agency in identifying obligors who hold responsibility for a IV-D/and 
or Medicaid child (dependent) that have commercial medical 
insurance availability, and then to establish the appropriate 
medical insurance coverage for the child.   

$4,385,737 

AdminaStar Federal, 
Inc. 

Provides services related to cost report settlement for Medicaid-
enrolled hospital providers who were reimbursed under the 
Medicaid TEFRA methodology.   

$8,596 

EDS Provides claims processing and related fiscal agent services for 
the Indiana Medicaid program.  EDS also provides Third Party 
Liability recovery services.   
Provides auto assignment of managed care eligibles to PMPs, 
preparation and distribution of enrollment rosters to PMPs and 
MCOs.  EDS also makes capitation payments to MCOs and 
administrative payments to PCCM PMPs.  EDS collect encounter 
data from MCOs and enrollment of PMPs.  EDS provides regular 
reporting and monitoring activities and facilitates monthly MC 
policy meeting. 
Conducts nursing home and waiver provider audits. 
Provides assistance with HIPAA development. 

$41,984,029 

Health Care Excel Provides Medical Policy, Prior Authorization, and Surveillance and 
Utilization (SUR) services for OMPP.   

$7,188,516 

Health Management 
Associates 

Provides professional project management and quality assurance 
services for OMPP related to the assessment/implementation of 
the Health Insurance Portability and Accountability Act (HIPAA) 
within OMPP.   

$ 344,603 

Indecon Provides project management and quality assurance services 
relative to HIPAA mediation efforts. 

$246,650 
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Contractor Scope of Work Total Dollars Spent 
FY03 

Myers and Stauffer Provides Long Term Care rate-setting contractor for nursing 
facilities, ICFs/MRs, home health agencies CRF/DDs, and hospice 
agencies. 
Provides hospital rate-setting and auditing services for Medicaid-
enrolled hospitals, and pharmacy analytical services.  In addition, 
this contractor provides assistance to the OMPP Project Director of 
the Medicaid Payment Accuracy and Measurement (PAM) 
Demonstration Project by performing quality review and oversight 
of sampling methodologies and statistical processes.  Myers and 
Stauffer has a second contract with OMPP to provide a Payment 
Integrity Program (PIP) for the identification, collection, and 
recovery of Medicaid payments determined to be caused by 
provider billing or Medicaid claims payment practices that are 
erroneous, potentially fraudulent, or otherwise inconsistent with 
agency policy.    

$ 5,440,741 

Tucker Alan Provides monitoring of managed care program and MCOs; assists 
OMPP in MCO contract compliance and performance monitoring; 
other consulting and technical assistance. 

$1,653,718 
 

AmeriChoice/LifeMark Provides services for both Hoosier Healthwise and Medicaid 
Select, including Enrollment Broker services, educates members 
and potential enrollees; facilitates selection of PMP; PCCM 
Provider services; maintains toll free helpline; produces written 
education materials. 

$7,368,065 

MedStat Provides comprehensive claims and eligibility data processing, 
consulting and analysis. 

$1,062,500 

Milliman Provides actuary services, budget forecasting of expenditures, 
enrollment, and capitation rate-setting. 

$445,770 

Clifton, Gunderson Provides Long Term Care auditing services for nursing facilities, 
ICF/DDs and home health agencies. 

$3,021,743 

Source: OMPP data. 

4. Coordination with Other State Agencies is Critical 

Another critical area for coordination is with other State agencies.  Although OMPP is the single 
state agency responsible for the Medicaid program, several of the programs for which OMPP 
maintains primary responsibility require resources from other agencies.  This is a challenge 
faced by Medicaid agencies nationwide.   

For example, OMPP is ultimately responsible for expenditures under the MRO benefit.  
However, DMHA administers the benefit and the state matching funds for MRO services come 
from the DMHA budget.  A similar situation exists between OMPP and DDARS regarding 
HCBS waivers.   

In terms of eligibility determination, the FSSA Department of Family and Children (DFC), and 
its 92 DFC county offices perform Medicaid financial eligibility functions under a memorandum 
of agreement with OMPP.  Functional eligibility determination, which is used for persons of 
advanced age and persons with disabilities of all ages, for institutional and non-institutional 
long term care services (i.e., Level of Care determinations) are completed by OMPP.  
Information requests on beneficiary eligibility must be coordinated between the DFC 
information system and OMPP systems contractors.  Efficient and effective coordination 
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between OMPP and these agencies is critical in light of growing sister state agency roles and 
rapidly growing costs.   

5. Medicaid Agencies Face Key Management Challenges 

While state Medicaid agencies function like other to any health insurers in many ways, there are 
key differences.  For example, there are access and quality issues unique to the Medicaid 
population, which must be addressed to comply with federal regulations.  It may be difficult to 
provide an adequate number of providers in a rural area, or to ensure that beneficiaries are able 
to travel to participating providers.  In some states, the Medicaid agency has difficulty finding 
providers who are willing to contract at the Medicaid rates.  In addition, state Medicaid 
agencies have a responsibility to ensure that the taxpayer dollars are being spent responsibly.  
Similarly, state legislatures also can be very involved in the Medicaid program, which can limit 
the agency’s flexibility.   

In Indiana, the legislature must approve most program changes, including changes in the scope 
of services provided.  For example, all benefits are included in state statute, which prevents the 
Medicaid agency from modifying the benefit package without legislative approval.  In other 
states, it is common for the statute to generally talk about the Medicaid program but not to 
specially outline each service, allowing Medicaid agencies to have more flexibility in operating 
their program.  This allows the Medicaid agency to be more agile in response to the changing 
health care environment in consultation with the appropriate legislative committees but not 
requiring legislative action. 

When significant program changes are needed, another challenge for Indiana Medicaid will be 
the present staffing levels.  Indiana operates a small Medicaid agency compared to other states.  
For example, in Alabama, the long term care unit alone has eight dedicated staff; Nebraska’s 
long term care unit has six.  In Texas, the Medicaid/SCHIP MCO contract management 
department includes approximately 20 staff.     

Medicaid Opportunities and Observations 

To understand the Indiana Medicaid program, Lewin reviewed the scopes of work for external 
contractors, the need for communication between contractors, and the coordination efforts 
between OMPP and other Indiana state agencies.  While Lewin can’t comment on the size or 
scope of individual contracts, or the success of the current coordination between agencies, 
Lewin believes that understanding the current level of in-house resources and the scope of 
contracting are critical considerations for Indiana as it addresses significant changes in the 
health care market and pursues significant programmatic changes such as those outlined above.   
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V. CONCLUSION 

Indiana has already accomplished significant savings through current cost containment 
activities.  Lewin’s analysis provides further opportunities for savings in several areas of the 
Indiana Medicaid program.  The goal of this analysis is to present long term programmatic 
changes to be considered.   

In making any Medicaid program changes, states must consider the unintended consequences, 
particularly those associated with cutting services, beneficiaries, or reducing provider 
payments.  Although these changes may result in short term savings, they are likely to limit (or 
completely eliminate) access to care for some of the poorest residents.  However, it is very 
difficult for states to quantify these impacts, and little research is available for guidance.  In 
many states, several program changes are implemented at once, making it almost impossible to 
know which program changes are responsible for which results.   

Some states have implemented broader based reform under federal demonstration waivers, 
including the Health Insurance Flexibility and Accountability Demonstration Initiative 
(HIFA).187 Before the economic downturn, states were using waivers to expand coverage.  Now, 
some states have been considering using waivers for ways to reduce state spending.  Waivers 
have always been available to help states work through program challenges by giving them the 
opportunity to try delivery systems, refinance state or locally funded programs with federal 
dollars, or redirect federal dollars to promote and expand coverage.  While Indiana could 
consider use of federal waivers as a way to significantly alter the Medicaid program in ways not 
permitted under typical state authority, these sorts of actions can reduce federal matching funds 
to the Medicaid program.  Therefore, it is important to weigh the addition of financial risk for 
the state and likely spillover costs for hospitals, private sector providers, and others.   

Finally, it is important to acknowledge many of these strategies for savings may meet resistance 
by stakeholders involved in the program.  For example, Medicaid providers are often resistant 
to an expansion of managed care or imposition of strict utilization controls.  It is also important 
to acknowledge all of these efforts require considerable effort on the part of OMPP staff and 
resources to develop the initiatives, implement them, and evaluate their effectiveness in a 
coordinated, timely fashion.  Indiana should consider whether OMPP has the necessary 
administrative and managerial resources to pursue these efforts considering the leanness of its 
current in-house resources and the divisions of data and operations support among multiple 
contractors.    

 

                                                      

187  In August 2001, CMS launched HIFA to promote coverage expansions within existing Medicaid and SCHIP resources and allow 
states broad flexibility to set Medicaid and SCHIP program rules for certain subpopulations (i.e., optional Medicaid coverage 
groups).  While this new initiative gives states the ability to reduce benefits, increase cost-sharing, and set limits on enrollment. 
it is important to note that, for the bulk of Indiana’s Medicaid beneficiaries, benefits and cost-sharing cannot be changed under 
HIFA authority. 
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CURRENT COST CONTAINMENT EFFORTS 

A key component of our analysis in this project is an understanding of current cost containment 
activities in Indiana, as well as those that were proposed but have not been implemented.  This 
section first provides the national context for Medicaid cost containment, followed by a 
description of Medicaid cost containment activities undertaken by Indiana Medicaid, as well as 
an overview of strategies OMPP planned but did not implement.  The lessons learned from 
these attempts will provide a deeper understanding of the environment in Indiana.   

Savings in a Medicaid program falls into two broad categories: cost recoveries and cost 
avoidance.  Cost recoveries are funds that have been recouped by the Medicaid agency and its 
contractors for various reasons, including incorrect payments or fraudulent billing.  Cost 
avoidance is calculated by determining future costs that the Medicaid agency is projected to 
incur in the absence of the cost containment activity as compared with projected costs assuming 
the implementation costs of the particular cost containment initiatives.  The majority of 
Indiana’s current initiatives focus on cost avoidance, as described later in this section.  

A. State Cost Containment Activities 

Today many states, including Indiana, are experiencing serious financial constraints due to 
declining state revenues and rising costs of state services.  Serious state fiscal problems began in 
FY02, with the national recession and a drop in state tax revenues.  In addition, weak job 
growth has forced more people to turn to Medicaid for health care.  States were helped with 
temporary relief from the federal government and were able to use one-time funds, such as 
tobacco settlement funds, to fill budget gaps.  However, these options have run out, and 
although states are facing slightly improved fiscal conditions, it is not enough to maintain the 
expected growth in Medicaid spending.   

States are seeking options for reducing expenditures and gaining efficiencies in order to meet 
the increasing financial pressures they face.  In all states, Medicaid is a major cost driver in the 
state budget and therefore receives considerable attention when states are attempting to reduce 
expenses.  In Indiana, Medicaid comprises approximately 11 percent of the total State budget, 
which is comparable to other states.188 

According to a national study funded by the Kaiser Family Foundation,189 states have used 
numerous strategies to reduce Medicaid spending growth, including reducing provider 
payments, restricting eligibility and benefits, and increasing beneficiary co-payments.  While 
these activities have helped the fiscal situation for many states, there are still budget crises 
across the country.  In May 2003, Congress enacted a law that provided $20 billion in temporary 
federal fiscal relief to all states, partially through an increase of about three percentage points in 
the proportional share of total Medicaid program costs borne by the federal government.  
However, states anticipate a significant adverse impact when this temporary relief expires in 
June 2004.  Indiana’s federal medical assistance percentage (FMAP) will decrease from 65.3 
                                                      

188  OMPP data and 2000-2001 State Health Care Expenditure Report, National Association of State Budget Officers. 
189  Smith, V., Ramesh, R., Gifford, K., Ellis, E., Wachino, V., and O’Malley, M. “States Respond to Fiscal Pressure: A 50-State 

Update of State Medicaid Spending Growth and Cost Containment Actions,” Kaiser Commission on Medicaid and Uninsured, 
January 2004. 
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percent in federal FY04 to 62.8 percent in FY05. Based on OMPP estimates, this will result in an 
increase of $146 million in State spending. 

All 50 states and the District of Columbia are undertaking Medicaid cost containment plans in 
FY04.190  Specific activities include:  

• provider rate reductions or freezes (39 states);  

• prescription drug actions, including implementing or expanding a preferred drug list, 
prior authorization, supplemental rebates from manufacturers, long term care 
pharmacy initiatives, utilization controls, limited prescriptions per month, contracting 
with a pharmacy benefit management vendor, and/or reducing payments for drugs (43 
states);  

• benefit limits or eliminations, including eliminating adult vision and dental care and 
behavioral health services (17 states);  

• eligibility cuts and restrictions (18 states);  

• beneficiary copayments, including copays for emergency department visits and 
prescription drugs (21 states);  

• managed care expansions (13 states);  

• disease management implementation and expansion (19 states); and  

• long term care reduction, including using more home and community based services 
and less institutional care (14 states).   

With the exception of eligibility cuts, Indiana has implemented some form of all the strategies 
listed above.   

B. Current Initiatives in Indiana 

For each current Indiana initiative, we provide projected savings, a brief description, and, to 
provide context for the savings, the costs for each relevant program.  It is important to note that 
these savings estimates were calculated by OMPP and represent projected savings.  For 
initiatives beginning in FY02 and FY03, Indiana Medicaid has realized savings; however, due to 
the nature of the Medicaid program, it is very difficult to quantify the savings or to attribute 
them to a specific cost containment initiatives.  Savings estimates are provided for FY02 to FY05, 
or from the beginning of the initiative. 

Indiana expects to save approximately $381 million (State dollars) in Medicaid medical costs as 
a result of its cost containment activities during SFY04 and SFY05.  These savings are expected 
to total $158.4 million in SFY04 and $222.8 million in SFY05.191  Some of the major cost 
containment initiatives are described below.   

                                                      

190  “States Respond to Fiscal Pressure, a 50 State Update of State Medicaid Spending Growth and Cost Containment Actions,” 
Kaiser Commission on Medicaid and the Uninsured. 

191  OMPP January 2004 Expenditure Forecast. 
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1. Hospital Reimbursement Changes 

With continually rising medical costs, state Medicaid programs often turn to reductions in 
provider reimbursement rates as a cost containment strategy.  However, states need to balance 
provider payment cuts with the need to maintain adequate access for beneficiaries.  Nationally, 
39 states are implementing provider rate cuts or freezes.  Massachusetts, Alabama, Texas, and 
Washington all reduced hospital rates in 2003.192  In addition to simply cutting rates, states can 
change or update the payment methodology, which involves revising the basis for determining 
payments.   

Indiana currently reimburses inpatient hospital providers using a prospective payment system, 
based primarily on Diagnosis-Related Groups.193  Historical Indiana Medicaid data are used to 
develop the DRG rates.  In 2003, OMPP began work on several rule changes that will result in 
reduced payment levels to hospitals.   

The expenditure forecast for inpatient and outpatient hospital spending is $569.9 million in 
FY05; the FY05 projected savings of $10.6 million represent 1.9 percent of total program cost.  

Table A-1 
Projected Savings (State Dollars) due to Hospital Reimbursement Changes  

 Projected Savings (in 
millions) 

FY 2002 $7.7 

FY 2003 $9.7 

FY 2004 $9.8 

FY 2005 $10.6 

Source:  OMPP January 2004 Budget Forecast 

2. Managed Care 

State Medicaid programs initially began implementing managed care in an effort to guarantee 
better access for beneficiaries and to contain costs.  By transferring risk to the health plans in 
exchange for increased utilization management and care coordination, many states realized 
significant savings from transitioning beneficiaries to managed care.  In FY04, 13 states reported 
that they plan to take action to expand managed care programs.194   

                                                      

192  “State Responses to Budget Crises in Fiscal Year 2004,” The Urban Institute. 
193  Certain inpatient hospital cases are not reimbursed based on the DRG methodology.  They include psychiatric, rehabilitation 

and certain burn cases. 
194  Smith, V., Ramesh, R., Gifford, K., Ellis, E., Wachino, V., and O’Malley, M. “States Respond to Fiscal Pressure: A 50-State 

Update of State Medicaid Spending Growth and Cost Containment Actions,” Kaiser Commission on Medicaid and Uninsured, 
January 2004. 
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a. Hoosier Healthwise 

Nearly every state has Medicaid managed care for the adult, children, and SCHIP populations.  
While not every state has managed care statewide, most states operate mandatory managed 
care programs in certain counties, typically in more urban areas.  Managed care in Indiana 
consists of both a Primary Care Case Management (PCCM) and a risk-based managed care 
program, except in mandatory risk-based managed care counties where PCCM is not available, 
as described below.  Beginning in FY02, enrollment in the risk-based managed care program 
became mandatory for the Temporary Assistance for Needy Families (TANF) and related 
populations, typically children, low-income families, pregnant women, and SCHIP populations 
in certain counties in Indiana.   

Beneficiaries currently enrolled in the PCCM program in identified expansion counties have or 
are in the process of transitioning to a risk-based managed care organization.  Originally, 
enrollment in managed care was mandatory in five counties: Lake, St. Joseph, Elkhart, Allen, 
and Marion.  Eight additional counties implemented mandatory risk-based managed care: 
LaPorte, Porter, Johnson, Morgan, Delaware, Grant, Howard, and Madison, with effective dates 
ranging from November 2003 to July 2004.  OMPP has also identified Clark, Floyd, Monroe, 
Vanderburgh and Vigo as meeting the State’s criteria for mandatory risk-based managed care.  
However, no dates have been set for additional counties to be transitioned into mandatory 
RBMC.  According to OMPP, potential additional counties will be reevaluated in early 2005.195  
 

                                                      

195  State of Indiana, Request for Proposals, 4-79. 



 

 A-5 
363605 

Figure A-1 
Indiana Mandatory Risk-Based Managed Care Expansion 

(TANF and SCHIP Beneficiaries) 
2003-2004 

 

 

 

 

 

 

 

 

 

 
 

Source:  OMPP 

Indiana’s managed care model is unique in that the member chooses a Primary Medical 
Provider (PMP) and is then assigned to either the PCCM program or MCO, depending on the 
availability in the county and the contractual relationships of the PMP.  The PMP is allowed to 
contract with both PCCM and a MCO but can only participate with one program at a time.  The 
PMP is not allowed to contract with more than one MCO.  In mandatory risk-based managed 
care counties the process is the same with one exception, the assignment of the member is 
between MCOs since PCCM is not available. 

Starting in January 2005, providers will be required to either choose to participate in PCCM or 
MCO but will be prohibited from participation in both programs.  If a provider chooses to 
participate in the MCO program, the provider will still be restricted to contracting with only 
one MCO.  In other states, when choice is available among plans, PMPs often contract with 
multiple plans and members select both the plan and a primary care provider in the plan’s 
network.  

i) Primary Care Case Management (PCCM) 

Under Indiana’s PCCM program, PrimeStep, each beneficiary has a PMP who acts as the care 
coordinator and approves specialty referrals in exchange for a monthly management fee of $3 
per person.   In exchange for the monthly management fee, the PMP agrees to provide case 
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management services, 24 hour availability, 20 hours per week minimum access, and be listed in 
the provider directory. 

ii) Risk-Based Managed Care (RBMC) 

In the full-risk, MCO contractor model, the MCO is paid a capitated rate for each member and is 
at full-risk for the costs of care.  If costs exceed the monthly capitation amount, the MCO is 
responsible for covering the costs without additional funds from the state.  In exchange for a 
monthly capitation payment, the MCO provides access to a network of medical providers, 
member education and outreach, utilization management, coordination of care, special needs 
case management, quality improvement studies, and claims payment.  MCOs in Indiana are 
also encouraged to provide disease management services to members when appropriate.  
Disease management will be required effective January 1, 2005. 

Indiana’s Office of Medicaid Policy and Planning projects $17.6 million in savings for FY04-05 
as a result of the transition from PCCM to RBMC in the eight identified expansion counties.   

Table A-2 
Projected Savings (State Dollars) due to Expansion of  

Mandatory Risk-Based Managed Care  

 Projected Savings  
(in millions) 

FY 2002 $0.4 

FY 2003 $3.6 

FY 2004 $5.8 

FY 2005 $11.8 

Source:  OMPP January 2004 Expenditure Forecast 

As mentioned earlier, Medicaid managed care seeks to improve access, quality and cost-
effectiveness.  As in many other states, Indiana continues to explore options for expanding a 
fully capitated model.  Many in Hoosier Healthwise are or soon will be enrolled in RBMC on a 
mandatory basis and OMPP may consider it for future use with the aged, blind, and disabled 
populations.  

b. Medicaid Select 

Nationwide, about one in four non-elderly people with disabilities in Medicaid were enrolled in 
managed care in 1998.196  In 2000, states enrolled the aged population (31 states) and SSI adults 
(35 states) into some form of managed care. 197 

In January 2003, Indiana began enrolling the aged, blind, and disabled population into managed 
care.  This population is served through the PCCM program called Medicaid Select.  Primary 

                                                      

196  “Medicaid’s Role for People with Disabilities,” The Kaiser Commission on Medicaid and the Uninsured, August 2003. 
197  “Medicaid Managed Care:  A Guide for States,” 5th Edition, National Academy for State Health Policy, May 2001. 
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medical providers in Medicaid Select are paid $4 per-member per-month to manage the care of 
their patients.  Health care services are reimbursed on a fee-for-service basis.  This program is 
expected to generate approximately $4.7 million in savings over FY04 and FY05. 

Table A-3 
Projected Savings (State Dollars) Due to Enrollment of Aged, Blind, and Disabled 

Population into Medicaid Select 

 Projected Savings  
(in millions) 

FY 2004 $1.3 

FY 2005 $3.4 

Source:  OMPP January 2004 Expenditure Forecast 

3. Disease Management   

At least 28 states are operating, have approved, or are considering a disease management 
program for Medicaid enrollees.  Programs currently in operation take a variety of forms.  
Montana, Mississippi, and Florida have established programs similar to Indiana’s; all patients 
with covered diseases have access to, and are managed by, care managers at a central call 
center, while high risk patients receive more intensive care management from local or field-
based care managers.  Other states that have adopted disease management programs may 
target different diseases or combinations of diseases.  Programs also vary in structure: some 
address patient education through pharmacists (Mississippi); some contract with mail-order 
pharmacies to provide Medicaid patients with discounted drugs and educational materials 
(Tennessee); some contractually require managed care organizations to provide disease 
management services (New Mexico).198  In FY04, a total of 19 states planned to take action to 
implement or expand disease management programs.199   

In 2003, Indiana began implementation of a disease management initiative to target 
beneficiaries with diabetes, congestive heart failure, and asthma in the PCCM program.  MCOs 
are currently conducting similar asthma programs on a pilot basis.  Starting January 2005, 
MCOs will be contractually required to conduct a similar asthma program, either through a 
contract with the state or by providing commensurate services.  Indiana officials plan to add 
stroke, hypertension and HIV/AIDS to the disease management initiatives in 2004. 

Disease management programs typically generate savings through patient education and better 
care management, which leads to more appropriate use of health care.  Indiana’s projected 
savings are summarized below. 

                                                      

198  Lewin ongoing disease management research 
199  Smith, V., Ramesh, R., Gifford, K., Ellis, E., Wachino, V., and O’Malley, M. “States Respond to Fiscal Pressure: A 50-State 

Update of State Medicaid Spending Growth and Cost Containment Actions,” Kaiser Commission on Medicaid and Uninsured, 
January 2004. 
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Table A-4 
Projected Savings (State Dollars) Due to Disease Management Initiative 

 Projected Savings  
(in millions) 

FY 2004 $2.5 

FY 2005 $7.1 

Source:  OMPP January 2004 Expenditure Forecast 

The Indiana Chronic Disease Management Program, which became fully operational in June 
2004, combines intensive one-on-one care management with a call center model of disease 
management.  Eligible patients who are identified as lower severity will receive telephonic care 
management, in the form of health assessments and education, from care coordinators at a 
centralized call center.  Those who are identified as higher severity will be assigned to one of 
two care management networks.  Care managers will work closely with patients and their 
primary care physicians for a 4-6 month period, after which time patients will be transitioned to 
the call center for on-going care management.  The program is a joint effort of OMPP and the 
Department of Health along with contractors AmeriChoice, Indiana Minority Health Coalition, 
Indiana Primary Health Care Association, Mountain Pacific Quality Health Foundation, and the 
Regenstrief Institute.  Unlike other states with similar programs, Indiana chose not to hire a 
private company, with payments tied to cost savings, to administer the disease management 
initiative; the State believes that a state-operated program is better able to promote long term 
change within the health care delivery system.200   

Although the program is in its infancy, the larger long term goal of health care delivery system 
change has had some concrete first steps.  Statewide practice guidelines and core quality 
indicators have been developed for the disease states identified for management.  Commercial 
insurers, Medicaid MCOs, and the medical community have agreed to the practice guidelines 
and quality indicators for use across health care markets in Indiana.   

States, including Indiana, have established processes for evaluating program outcomes and cost 
savings.201  As programs evolve, it will become clearer if the goals established are being 
attained.  It will be interesting to determine how the outcomes of a state-run model compare 
with other states that have outsourced to private disease management companies incentivized 
by cost saving targets.  Depending on the outcomes of different operational models, states may 
wish to reconsider their approaches taken in operating disease management programs. 

4. Nursing Home Minimum Occupancy 

Nationally, the median occupancy for nursing homes is 88 percent.202  When nursing homes 
operate at lower capacities, the capital and administrative costs are divided among fewer 

                                                      

200  Indiana Chronic Disease Management Program website. www.indianacdmprogram.com 
201  According to OMPP, Indiana Medicaid is using a randomized controlled trial to evaluate its disease management program, 

which may be a more sophisticated approach than used in other states. 
202  AHCA Nursing Facility State Occupancy Rate and Median Facility Occupancy Rate for Certified Beds, CMS OSCAR Data 

Current Surveys, December 2003. 
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residents, which leads to increased costs per person.  Additionally, as states move toward 
providing more long term care services in the community, there is reduced need for nursing 
home beds.  For example, in Nebraska, the state allocated funds to “buy back” nursing homes 
beds.  The beds were converted to assisted living units, resulting in an increased supply of 
lower-cost residential services and a decreased supply of nursing home beds.  This buy-back 
served to decrease overall Medicaid spending.203   

In developing payment rates for nursing homes, states typically set a minimum occupancy 
standard that is used to develop the per day rate for reimbursement.  Although there is not a 
commonly known national average, the generally accepted standard is 85 percent, according to 
the AARP.  In July 2002, OMPP implemented a 65 percent minimum occupancy standard.  As of 
October 2003, OMPP increased the standard to 85 percent.  This standard allows the State to 
presume that the nursing homes are at that occupancy rate, and pay accordingly.  Therefore, the 
State is protected from paying too much for the fixed costs of operation (e.g., administration, 
capital expenditures) due to high levels of unused capacity.  Projected savings are detailed in 
Table A-5. 

Table A-5 
Projected Savings (State dollars) due to Nursing Home Minimum Occupancy 

Requirement 

 Projected Savings  
(in millions) 

FY 2003 $3.5 

FY 2004 $9.0 

FY 2005 $11.1 

Source:  OMPP January 2004 Expenditure Forecast 

Other Nursing Home Initiatives 

OMPP has also initiated other cost containment activities affecting nursing home 
reimbursement.  These activities include: 

• Adjusting the case mix system – OMPP implemented a two-phase adjustment to its 
nursing facility case mix methodology that reduced certain costs related to both direct 
and indirect care, as well as limiting future payment increases. 

• Implementing a bed-hold policy – OMPP only reimburses for bed hold days for nursing 
facilities at 90 percent or greater occupancy.204 

• Medicare certification – Nursing facilities that are Medicaid-certified but are not Medicare-
certified must demonstrate to OMPP that services rendered to dually eligible 
individuals are not eligible to be reimbursed by Medicare. 

                                                      

203  National Conference of State Legislatures, Forum for State Health Policy Leadership 
204  A “bed hold” means the state pays for an empty nursing home bed to hold it for a resident who temporarily leaves the nursing 

home for a medical or therapeutic purpose. Bed hold payments are typically less than a standard per diem payment.  
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• Non long term care Medicare crossover – OMPP will only reimburse for nursing facility 
costs up to the Medicaid rate, rather than to the Medicare rate, as described in more 
detail later in this section. 

Table A-6 
Projected Savings (State dollars) due to Other Nursing Home Initiatives 

 Projected Savings (in 
millions) 

FY 2002 $1.5 

FY 2003 $37.2 

FY 2004 $35.1 

FY 2005 $38.0 

Source:  OMPP January 2004 Expenditure Forecast 

For FY05, total nursing facility costs are projected to be $818.7 million; the cost containment 
initiatives described above save a total of 6.1 percent of projected FY05 program costs (1.5 
percent through the nursing home minimum occupancy and 4.6 percent under the other 
nursing home cost measures).  

5. Pharmacy  

Nationwide, states have been taking significant action to reduce pharmacy costs and to control 
yearly increases.  On average, pharmacy represents approximately 12 percent of overall 
Medicaid spending.205  Because pharmacy is one of the major cost drivers in state Medicaid 
programs, states are taking several actions at once, making it very difficult to quantify and 
attribute savings to individual changes.  A recent study by the Kaiser Commission on Medicaid 
and the Uninsured found that every state surveyed has or is planning to implement some sort 
of pharmacy cost containment strategy in FY04.206    

Indiana has taken several steps in recent years to contain the costs of its Medicaid pharmacy 
benefits.  In early 2002, Indiana launched the Indiana Rational Drug Therapy Program, which 
includes a prior authorization requirement on certain drugs and drug classes that have a 
significant financial impact on Medicaid pharmacy spending.  Beginning in 2002, the state 
introduced a Preferred Drug List (PDL), which is described more fully in the subsequent 
section.   

Alongside PDL implementation, Indiana has contracted with ACS State Healthcare as its 
pharmacy benefits manager (PBM).  ACS has instituted its Therapeutic Consultation Program 
(TCP).  If a pharmacist tries to fill a prescription that is not on the PDL, the claim is stopped.  
Once a claim has been denied, the pharmacy notifies the prescribing physician.  The prescribing 
physician may change the prescription to a preferred drug or contact ACS’ TCP call center for 

                                                      

205  “Medicaid Outpatient Prescription Drug Benefits: Findings from a National Survey,” KCMU, December 2003. 
206  Ibid. 
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approval.  The physician and the TCP pharmacist will discuss all aspects of the patient’s 
therapy and cost effective pathways are explored.  The state has also implemented a 34-day 
supply limit for non-maintenance medications.  Any prescription exceeding either of these 
limits will trigger a denial.   

ACS has subcontracted auditing services to Prudent Rx.  Prudent Rx uses an array of audit 
programs to identify potential overpayments and fraud.  Prudent Rx conducts retrospective 
audits at the provider’s location and desk reviews of paid claims to ensure the appropriateness 
of payments made by the State.  

As of May 2004, Indiana increased the level of co-payments required for generic prescription 
drugs to $3.00 per prescription, the same co-payment that is required for brand name 
prescription drugs  

Indiana has also adjusted the payment calculations for legend drugs.207  Indiana reimburses 
pharmacies the lowest of: 

• The Average Wholesale Price (AWP) less 13.5 percent, plus a $4.90 dispensing fee for 
brand name drugs; AWP less 20 percent, plus a $4.90 dispensing fee for generic drugs; 

• The State Maximum Allowable Cost (MAC), as defined on the State’s MAC list, plus a 
$4.90 dispensing fee; 

• The federal MAC, plus a $4.90 dispensing fee; or  

• The provider’s submitted charge. 

The prior methodology reimbursed brand name drugs at AWP less 10 percent, but included 
only a $4.00 dispensing fee.  The increase in the dispensing fee was an effort to balance the cost 
savings initiatives for pharmacists.  The fee of $4.90 is well above commercial averages, but in 
line with other state Medicaid fee-for-service programs, given the price reductions noted above.  
In 2003, Indiana also updated its MAC list for both legend and over-the-counter drugs.   

Table A-7 outlines the total savings Indiana projects for all of its pharmacy cost containment 
initiatives in SFY04 and SFY05.  The FY05 savings represent 2.8 percent of the projected $834.8 
million spent on drugs in FY05.208 

                                                      

207  Legend drugs are those that, by law, can only be obtained by prescription and bear the label, "Caution: Federal Law prohibits 
dispensing without a prescription."  Non-legend drugs can be prescribed by a provider but are available over the counter. 

208 The savings estimates are based on OMPP analysis, and do not net out pharmacy rebates, which could result in  savings 
estimates. 
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Table A-7 
Projected Savings (State dollars) due to Pharmacy Initiatives 

 Projected Savings (in 
millions) 

FY 2002 $1.5 

FY 2003 $39.0 

FY 2004 $38.4 

FY 2005 $42.0 

Source:  OMPP January 2004 Expenditure Forecast 

Preferred Drug List 

Beginning in August 2002, Indiana implemented the first drug class on its Preferred Drug List 
(PDL).  Since that time, several additional drug classes have been added.  The savings projected 
from expanding the PDL are included in the savings estimates in Table A-7; total PDL savings 
are expected to be $4 million in FY05. 

One of the major pharmacy initiatives Indiana has undertaken is establishing a preferred drug 
list for fee-for-service.  As of September 2003, 33 states have instituted or are in the process of 
instituting a PDL.209  A PDL is a list of preferred drugs, organized by drug class, and chosen 
based on clinical effectiveness and efficacy within each drug class.  The Indiana PDL was 
developed and is continually updated by a Therapeutics Committee, comprised of Indiana 
physicians and pharmacists.  This committee evaluates therapeutic alternatives within each 
drug class and identifies one or more of the alternatives as being “preferred.”  The preferred 
pharmaceutical agents listed on the PDL are chosen first for their clinical efficacy and 
secondarily based on cost considerations.  Pharmaceutical agents identified as non-preferred on 
the PDL are still available but, unlike the preferred drugs, are subject to prior authorization.  
The recommendations of the Therapeutics Committee must be approved by the Drug 
Utilization Review Board before any final additions or modifications to the PDL are made.  See 
Appendix C for a list of major types of drug classes included on the Indiana PDL.   

The PDL is designed to direct physician prescribing patterns toward the preferred drugs and 
away from non-preferred (and generally more expensive) drugs.  When a Medicaid beneficiary 
submits a prescription for a drug on the PDL, the prescription is filled with no prior 
authorization required.  When a Medicaid beneficiary submits a prescription for a 
non-preferred drug, an edit in the pharmacy point-of-sale system indicates that prior 
authorization of the drug is required.  The prescribing physician has the choice to switch to a 
preferred drug or to call a pharmacist on staff with the pharmacy benefits manager, ACS, to 
discuss the need for the non-preferred drug.   

                                                      

209  NCSL State Health Policy Tracking Service 
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6. Continuous Eligibility for Children  

Under twelve-month continuous eligibility, children under age 19 who are enrolled in Medicaid 
are automatically covered for one year, regardless of a change in circumstances that would 
otherwise cause them to lose Medicaid eligibility.  Many states implemented continuous 
eligibility policies several years ago as part of Medicaid expansion initiatives to cover uninsured 
children.  States now are removing this policy as a result of budget crises.  Indiana removed its 
twelve-month continuous eligibility provision effective July 1, 2002.  Now, children under age 
19 are required to renew their eligibility every six months, although the renewal process is less 
intense than the original eligibility determination.  Because eligibility for these beneficiaries will 
be verified more often, it is expected that there will be fewer beneficiaries in the program.  

In FY05, Indiana expects total non-long term care costs for children to be $148.5 million; the 
$16.6 million in projected savings for FY05 represents 11.2 percent of the total cost. 

Table A-8 
Projected Savings (State Dollars) due to Removal of Continuous Eligibility 

 Projected Savings 
 (in millions) 

FY 2003 $11.9 

FY 2004 $14.4 

FY 2005 $16.6 

Source:  OMPP January 2004 Expenditure Forecast 

Other states have undertaken similar initiatives.  For example, Washington increased the 
frequency of eligibility redetermination, and ended telephone applications and self declaration 
of income.  Similarly, California instituted more frequent eligibility redetermination in 
Medicaid.  Texas also opted to postpone the extension of continuous coverage for children from 
six months to twelve months and adopted more stringent verification of declared assets for 
children.210   

a. Additional Eligibility Changes 

Indiana also took measures to tighten certain eligibility rules, another initiative that would 
result in an enrollment decrease.  These measures are intended to limit common practices used 
to shelter assets and income that could be used to pay for medical care before a person would 
be eligible for Medicaid-sponsored services.  For example, Indiana now imposes transfer 
penalties for the purchase of certain annuities with small monthly payouts and large lump sum 
final payments.  These penalties mean that a person’s eligibility is delayed if he/she 
purposefully hides assets or transfers income simply to qualify for Medicaid.   

The projected savings are assumed to be level for each of the three years.  The FY05 projected 
savings account for 0.2 percent of the total Medicaid spending in Indiana.     

                                                      

210  “State Responses to Budget Crises in Fiscal Year 2004,” The Urban Institute, 2004. 
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Table A-9 
Projected Savings (State Dollars) due to Eligibility Changes 

 Projected Savings  
(in millions) 

FY 2003 $7.2 

FY 2004 $7.2 

FY 2005 $7.2 

Source:  OMPP January 2004 Expenditure Forecast 

7. Payment Integrity Program 

Because of limited dollars available to fund services, state Medicaid officials are vigilant about 
the program’s financial management.  At the federal level, as well, CMS staff have placed great 
emphasis on Medicaid fraud and abuse control activities in recent years.  Successful cost 
containment initiatives often include provisions for the state to work smarter and more 
efficiently.  Nationwide, states (and the federal government) are focused on monitoring fraud 
and abuse for providers and beneficiaries, recouping claims that have been paid incorrectly, and 
increasing coordination of benefits to ensure that Medicaid is the payer of last resort.  
Additionally, states can receive an enhanced federal match (75 percent) for certain 
administrative functions, including appropriate payment initiatives, so most states are pursuing 
these options.  

In addition to other programs to identify inappropriate and over payments, the Indiana 
Payment Integrity Program allows for identification of Medicaid providers who have 
inappropriately billed and/or have been inappropriately paid by the Medicaid program.  The 
program’s contractor will recover these payments and make recommendations to establish 
claims processing edits and/or modify Medicaid policy to prevent such inappropriate payment 
in the future.   

Based on total projected spending for the Medicaid program in FY05 of approximately $4.8 
billion, the savings generated from the Payment Integrity Program in FY05 will represent 0.03 
percent. 

Table A-10 
Projected Savings (State Dollars) due to Payment Integrity Program 

 Projected Savings  
(in millions) 

FY 2004 $2.8 

FY 2005 $3.0 

Source:  OMPP January 2004 Expenditure Forecast 
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8. Medicare Cross-over Reimbursement 

The Medicare cross-over reimbursement initiative is targeted at reducing payments for dual 
eligibles, those Medicare beneficiaries who are also eligible for Medicaid.  There are 
approximately 105,000 dual eligibles in Indiana, accounting for about $1.6 billion in combined 
federal and state Medicaid spending.211  

The Medicare cross-over initiative aims to ensure that the Medicaid reimbursement for 
Medicare claims, in combination with the Medicare payment, does not exceed Medicaid 
allowable amounts.  Medicaid reimburses providers for the coinsurance and deductible 
amounts on Medicare claims for Medicaid recipients who are dually eligible for Medicare and 
Medicaid.  However, according to federal guidelines, states are not required to reimburse 
providers for coinsurance or deductible amounts if the amount paid by Medicaid, in 
combination with the Medicare payment, exceeds the amount Medicaid would pay for the 
service if it were billed solely to Medicaid.  Many states, in an effort to control Medicaid 
expenditures, have adopted policies to no longer reimburse Medicare providers when Medicaid 
equivalent rates have been paid.  The end result of this policy change is two-fold:  1) a decrease 
in overall Medicaid expenditures and 2) a decrease in Medicare payment rates for providers if 
the beneficiary cannot pay the remaining balance. 

Indiana has adopted and is enforcing a policy that when Medicare reimburses a procedure or 
admission at a greater rate than Medicaid, no further payment will be made by Medicaid.  In 
most cases, Medicare rates are higher than Indiana’s Medicaid rates for the same service, 
therefore cost savings can be achieved.  Currently, in Indiana, Medicaid reimbursement rates 
generally pay approximately 69 percent of Medicare rates.   

To further understand this new policy, consider 
that under Medicare, a beneficiary may be 
responsible for cost sharing of 20 percent for a 
physician visit.  Previously, Medicaid would 
automatically cover that cost sharing.  However, 
under the new Medicaid policy, if the physician’s 
reimbursement without the cost share is already at 
or above the Medicaid reimbursement rate, 
Medicaid will no longer make additional 
payments.   

These FY05 savings represent 8.8 percent of the 
FY05 projected spending of $398.6 million for the 
blind and disabled dually eligible population non-
long term care costs, excluding drug costs.  
 

                                                      

211  OMPP data 

New Patient Office Visit, 30 minutes 

Typical Medicare Patient: 
Medicare Rate $82 
 Physician bills  

Medicare $65 
Patient $17 

Medicare Patient also qualified for Medicaid: 
Medicare Rate $82 

Physician bills 
Medicare $65 
Medicaid $17 

Medicaid compares what the physician received 
from Medicare to the Medicaid rate.  If the 
Medicare payment received exceeds the Medicaid 
fee schedule, Medicaid pays nothing. 

Medicaid rate for same service $47 
Medicare payment received $65 
Medicaid payment to physician $00 



 

 A-16 
363605 

Table A-11 
Projected Savings (State Dollars) due to Medicare Cross-over Reimbursement 

 Projected Savings  
(in millions) 

FY 2004 $29.7 

FY 2005 $35.0 

Source:  OMPP January 2004 Expenditure Forecast 

C. Other Initiatives Under Consideration 

In addition to the initiatives that are currently in progress, Indiana state staff have considered 
several other options.  For the majority of program changes, Indiana Medicaid makes 
recommendations to the legislature but must obtain legislative approval before moving forward 
with implementation.  Indiana Medicaid is often times restricted by State statute, and is given 
less flexibility for programmatic changes than in other state Medicaid programs.  There have 
been several initiatives suggested by the agency which were not approved by the legislature, 
including:   

• Supplemental pharmacy rebates.  States frequently use this strategy, in conjunction with 
a PDL, to generate additional revenue from drug manufacturers and effectively lower 
the cost of drugs.  Indiana Medicaid is moving ahead with supplemental rebates and 
will receive first bids in August 2004.  

• Strategies to allow for more competitive pharmacy pricing, including competitively 
bidding pharmacy and mail order pharmacy.  Currently, Indiana allows competitive 
bidding for prescribed drugs and services for state operated institutions.  OMPP 
requested that this be expanded to include all prescribed drugs or services.  OMPP also 
requested that the use of mail order be made mandatory for maintenance medications.  
OMPP was willing to consider community pharmacies or other providers to participate 
if they meet or beat the mail order price. 

• Elimination of children’s chiropractic services.  Virtually all Medicaid services are in 
State statute, and Indiana Medicaid is not permitted to eliminate optional services 
without legislative approval.  

Two specific examples of proposed policy changes that were approved by the legislature but 
with significant changes are: 

• Nursing Home Provider Assessment - Currently, no changes can be made to nursing 
facility reimbursement without involvement of the legislature.  OMPP is required to 
apply for a waiver from the federal government for the nursing facility assessment.  
Eighty percent of all funds assessed under the nursing home assessment must go back 
into nursing facility services.  This requirement limits the flexibility OMPP has toward 
long term care services in general, and could restrict movement toward community 
based services. 
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• OMPP had requested that, for estate recovery, there be a $0 exemption for jointly held 
property; legislative statute changed this to provide a $75,000 exemption for jointly held 
property. 
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Indiana Eligibility Framework 

Eligibility Groups Definition Scope of Coverage Income Limits Resource Limits Period of Coverage 

Newborn Children Newborn Child of a female 
Medicaid recipient 2 Adults, 2 Children No limit No Limit Full, Continues until 

child reaches age 1 

Under age 19 Child under age 19 2 Adults, 2 Children $2300 (150% of FPL)1 No limit Full 

Aged2 Age 65 or older Married couple, 
Individual 

Couple $829, Individual $552 
(Same as SSI standards) 

Couple $2,250     
Individual $1,500 Full 

Blind Blind Married couple, 
Individual 

Couple $829, Individual $552 
(Same as SSI standards) 

Couple $2,250     
Individual $1,500 Full 

Disabled Substantial & will last at least 
1 year 

Married couple, 
Individual 

Couple $829, Individual $552 
(Same as SSI standards) 

Couple $2,250     
Individual $1,500 Full 

Medicare Catastrophic 
Coverage Act of 1988 
(MCCA) 

One Spouse in nursing 
facility, One Spouse in 

community 
Married Couple 

$1515 plus a % of shelter expenses 
not to exceed $2267 for spouse at 

home 
$18,132 - $90,660 Full 

Qualified Medicare 
Beneficiary (QMB)3 Eligible for Medicare Part A Married Couple, 

Individual 
Couple $1010, Individual $749  

(100% of FPL) 
Couple $6,000     

Individual $4,000 

Payment of 
Medicare premiums, 

deductibles, co-
insurance 

Specified Low-income 
Medicare Beneficiary3 Eligible for Medicare Part A Married Couple, 

Individual 
Couple $1212, Individual $898  

(120% of FPL) Couple $6,000     
Individual $4,000 

Payment of 
Medicare Part B 

premium 

Qualified Individual - 13 Eligible for Medicare Part A Married Couple, 
Individual 

Couple $1364, Individual $1011 
 (135% of FPL) Couple $6,000     

Individual $4,000 

Payment of 
Medicare Part B 

premium 

Qualified Disabled 
Worker  

Lost Medicare Part A due to 
Earnings 

Married Couple, 
Individual 

Couple $2020, Individual $1497  
(200% of FPL) Couple $6,000     

Individual $4,000 

Payment of 
Medicare Part A 

premium 

MEDWorks Employees with Disabilities Married Couple, 
Individual 

$2620 (350% of FPL),   Spousal 
Income Exempt 

Couple $4,000     
Individual $2,000 

Full 

Source:  OMPP 

1 Effective July 1, 1998, children age 1-5, inclusive, with income between 133% and 150% of the poverty level and children age 6 - 8, inclusive, with income between 
100% and 150% of the poverty level became eligible. This expansion was "Phase One" of Indiana's Children Health Insurance Program (CHIP). Effective January 1, 
2000, "Phase Two" of CHIP expanded to include children between 150% and 200% of the poverty level. 

2 Income Levels January 2003 - December 2003. All income standards (except those for Low-Income Families and Pregnant Women - full coverage) and the MCCA 
resource limits are increased annually. 

3 Income Levels April 2003 – March 2004. All income standards (except those for Low-Income Families and Pregnant Women - full coverage) are increased annually. 
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Drug Classes Included on the Indiana Medicaid PDL 
Cardiovascular 

ACE Inhibitors ACE Inhibitors with Calcium 
Channel Blocker ACE Inhibitors with Diuretics 

Alpha Adrenergic Blockers Angiotensin Receptor Blockers Angiotensin Receptor Blockers 
with Diuretics 

Alpha/Beta Adrenergic Blockers Beta Adrenergic Blockers Calcium Channel Blockers 
Respiratory System 

Leukotriene Receptor Antagonists Long-Acting Beta Agonists Short-Acting Beta Agonists 
Beta Adrenergics and 
Corticosteroids Inhaled Glucocorticoids Nasal Anti-Inflammatory Steroids 

Non-Sedating Antihistamines   
Anti-Infectives 

Fluoroquinolones 1st Generation Cephalosporins 2nd Generation Cephalosporins 
3rd Generation Cephalosporins Antifungals Macrolides 
Otic Antibiotics Antiviral (Anti-Herpetic) Agents Antiviral (Influenza) Agents 

Ophthalmic Antibiotics Eye Antibiotic/Corticosteroid 
Combinations Topical Antifungal Agents 

Blood Products 
HMG CoA Reductase Inhibitors Platelet Aggregation Inhibitors Heparin and Related Products 
Fibric Acids Hemantinics Leukocyte Stimulants 

Nervous System 
Triptans Antiemetic/Antivertigo Agents Skeletal Muscle Relaxants 

Gastrointestinal System 
Proton Pump Inhibitors Antiulcer/H.Plylori Agents Bile Acid Sequestrants 

Ophthalmics 

Eye Antihistamines Ophthalmic Mast Cell Stabilitzers Miotics/Other Intraocular Pressure 
Reducers 

Renal System 

Loop Diuretics Urinary Tract Antispasmodic/ 
Antiincontinence Agents 

 

Endocrine System 
Thiazolidenediones Antidiabetic Agents  

Skin 
Systemic Vitamin A Derivatives Topical Vitamin A Derivatives Antipsoriatics 

Analgesics 
Brand Name Narcotics NSAIDs/COX II  

Bone Agents 
Serm’s/Bone Resorption 
Suppression Agents 

Bone Formation Stimulating 
Agents 

 

Genitourinary System 
Benign Prostatic Hypertrophy 
Agents Topical Estrogen Agents Vaginal Antimicrobials 

Smoking Cessation 
Smoking Deterrent Agents   

Source:  Indiana Preferred Drug List 
Note:  “Cross-indicated” drugs, including antianxiety, antipsychotic, and antidepressant drugs are automatically 
placed on the PDL in accordance with Indiana law.  "Cross- indicated drug" means a drug that is used for a purpose 
generally held to be reasonable, appropriate, and within the community standards of practice even though the use is 
not included in the federal Food and Drug Administration's approved labeled indications for the drug. 
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State 
Total 

Medicaid 
Enrollment 

MCO 
Enrollment 

PCCM 
Enrollment 

BHO 
Carve-Out 
Enrollment 

Mandatory 
MMC* 

BHO at 
risk MCO at risk State at 

risk*** 
Contracts 
with a BHO Notes 

Alabama 740,000  -       390,000 - TANF   SSI 
    

  PCCM program; State contracts with 
an ASO to provide UM services. 

Alaska 90,000  -   - -        No Medicaid Managed Care. 

Arizona 820,000  700,000   - 650,000 TANF   SSI For all 
recipients 
except 
those in 
"long term 
care" 
plans 

Only in the 
long term 
care system, 
where 
capitated 
plans 
responsible 
for physical 
and mental   

8 
(including 5 

RBHAs) 

Under BHO carve-out, Regional 
Behavioral Health Authorities 
(RBHAs) provide outpatient mental 
health services through a carve-
out, capitated program. RBHAs 
include 4 non-profit and 1 for-profit 
(ValueOptions). 

Arkansas 530,000  -  290,000 - TANF   SSI       PCCM program 
California   6,190,000    2,700,000    30,000 - TANF   SSI 

  
** 

 
 California uses various models 

depending on the county. 
Colorado 310,000  150,000    60,000 220,000 TANF   SSI  For inpatient 

detoxify-
cation. 

 

11 Mental Health Assessment and 
Service Agencies (MHASAs) 
operate carve-out programs in 
each geographic area.  Various 
models. 

Connecticut 390,000  280,000   - - TANF   SSI 

  

 

 

 Most of CT's MCOs subcontract to 
MBHOs for behavioral health 
services.  CT is undergoing 
program design changes, whereby 
behavioral health services will be 
carved out of MCOs and merged 
with FFS behavioral health 
services managed through ASO 
arrangement. Included in this 
arrangement now is a state-only 
behavioral health program that 
covers non-Medicaid low-income 
adults with specialized BH needs. 

Delaware 120,000    90,000   - - TANF   SSI 
  

** 
 

 Some contracting MCOs 
subcontract with MBHOs. 

District of 
Columbia 

130,000    80,000   - - TANF   Only in the 
HSCSN plan 
- see note. 

  DC operates one voluntary 
managed care program for children 
with special needs.  The 
contracting MCO provides physical 
and behavioral health services.  
For all other managed care 
populations, behavioral health 
services are carved out and 
provided on a FFS basis. 
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State 
Total 

Medicaid 
Enrollment 

MCO 
Enrollment 

PCCM 
Enrollment 

BHO 
Carve-Out 
Enrollment 

Mandatory 
MMC* 

BHO at 
risk MCO at risk State at 

risk*** 
Contracts 
with a BHO Notes 

Florida   2,110,000  640,000  640,000   90,000 TANF   SSI For 
recipients 
in the 
PCCM 
program in 
Tampa 
and 
Pensacola 
regions. 

For 
recipients in 
HMOs in the 
Tampa and 
Pensacola 
regions. 

 1 The State capitates for behavioral 
health services in two regions 
(including 5 counties in the Tampa 
region).  In the rest of the state, 
behavioral health services are 
excluded from the voluntary 
managed care program and 
provided on a FFS basis. Florida 
intends to adopt managed 
behavioral health care statewide.   

Georgia   1,320,000  -    1,040,000 - TANF   SSI       PCCM program 
Hawaii 180,000  140,000   -    1,000 TANF For 

specialty 
behavioral 
health 
services 
for adults 
with SMI 

  1   

Idaho 150,000  -    60,000           

Illinois   1,700,000  130,000   - -  
  

**   MMC voluntary for TANF, no SSI in 
MMC 

Indiana 690,000  200,000  280,000 - TANF        
Iowa 150,000    60,000    70,000 230,000 TANF   SSI    1 All mental health and substance 

abuse services are provided 
through a single prepaid BHO. 

Kansas 240,000    60,000    70,000 - TANF   SSI       

Kentucky 600,000  130,000  300,000 - TANF   SSI  For inpatient 
detoxificaton 

  State planned a BHO carve-out for 
persons in MCOs, but did not 
implement. 

Louisiana 830,000  -  210,000 - TANF   SSI     PCCM program 

Maine 220,000  -  110,000 - TANF     PCCM program 

Maryland 660,000  460,000   - - TANF   SSI  For 
substance 
abuse 
services. 

  
For mental 
health 
services 

1    (ASO 
contract) 

MH services are carved out into a 
managed FFS program.  An ASO 
(Maryland Health Partners, a 
Magellan company) authorizes 
services and pays claims for the 
program.  The program is 
administered by the Mental 
Hygiene Administration and local 
Core Service Agencies. 
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State 
Total 

Medicaid 
Enrollment 

MCO 
Enrollment 

PCCM 
Enrollment 

BHO 
Carve-Out 
Enrollment 

Mandatory 
MMC* 

BHO at 
risk MCO at risk State at 

risk*** 
Contracts 
with a BHO Notes 

Massachusetts 960,000  240,000  400,000 400,000 TANF   SSI  
For 
recipients 
enrolled in 
PCCM 
program 

 
For 
recipients 
enrolled in 
MCOs 

 1 In the PCCM program, BH is 
carved out through the MassHealth 
Partnership, a ValueOptions 
company. 

Michigan   1,200,000  790,000   -   1,200,000 TANF   SSI  Very limited 
benefit 
covered in 
MCO 
contract. 

 1 For outpatient mental health, a 
limited benefit is covered in the 
general MCO contract, the 
remainder by a BHO. 

Minnesota 560,000  380,000   - - TANF       

Mississippi 650,000  -   - -      Mississippi does not have a 
managed care program. 

Missouri 930,000  420,000   - - TANF   
For mental 
health 
services 

State 
operates a 
managed 
FFS 
substance 
abuse 
program. 

 A number of the MCOs subcontract 
behavioral health services to 
MBHOs. 

Montana   80,000  -    50,000 - TANF   SSI     All behavioral health is provided on 
a fee for service basis. 

Nebraska 210,000    30,000    40,000 160,000 TANF   SSI ASO/FFS 
arrangeme
nt 

  1 Statewide ASO contract with 
Magellan to manage all mental 
health and substance abuse 
services. Was full risk prior to 
2002. 

Nevada 160,000    70,000   - - TANF   
For mental 
health 
services 

  Medicaid Managed Care is 
voluntary for TANF.  No SSI in 
Medicaid Managed Care. 

New 
Hampshire 

  90,000    10,000   - -      The one Medicaid managed care 
plan that had been in the state may 
have pulled out - unclear whether 
there is still any Medicaid managed 
care. 

New Jersey 760,000  520,000   - - TANF     All behavioral health services 
provided on FFS basis. 

New Mexico 390,000  240,000   - - TANF   SSI     Moving to a new program design, 
either at-risk carve-out or ASO 
arrangement. 
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State 
Total 

Medicaid 
Enrollment 

MCO 
Enrollment 

PCCM 
Enrollment 

BHO 
Carve-Out 
Enrollment 

Mandatory 
MMC* 

BHO at 
risk MCO at risk State at 

risk*** 
Contracts 
with a BHO Notes 

New York   3,390,000    1,060,000    20,000    7,000 TANF   
For most 
MH/SA 
services 

For certain 
BH services 
for MCO 
enrollees. 

   

North Carolina   1,050,000    20,000  700,000 - TANF   SSI     The State contracts with 
ValueOptions to provide utilization 
review services. 

North Dakota   50,000     1,000    30,000 - TANF  For very 
small 
enrolled 
population 

    

Ohio   1,550,000  380,000   - - TANF     MCO at risk for MH/SA in very 
limited circumstances. ASO 
contract for utilization review of 
inpatient care. 

Oklahoma 460,000  180,000  160,000 - TANF   SSI       
Oregon 430,000  270,000    20,000 370,000 TANF   SSI  

For MH 
services 
for some 
enrollees. 

 
For SA for all 
MC 
enrollees; for 
MH for some 
enrollees. 

 12   

Pennsylvania   1,460,000    1,000,000  130,000 900,000 TANF   SSI  IMH  4 Each county is responsible for BH 
(right of first refusal).  In some 
regions state contracts directly with 
a BHO. In remaining counties, the 
county mental health agency 
provides services, some have ASO 
or at-risk subcontracts with a 
MBHO. 

Rhode Island 180,000  120,000   - - TANF   For SMI and 
SED 
populations 
not eligible 
for managed 
care 
enrollment. 

   

South Carolina 770,000    50,000    20,000 -      HMOs are at risk for all mental 
health and substance abuse 
services up to $1,000 a year, after 
which time services are provided 
by FFS. TANF and SSI voluntary 
Medicaid Managed Care. 

South Dakota   90,000  -    70,000 - TANF   SSI       
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State 
Total 

Medicaid 
Enrollment 

MCO 
Enrollment 

PCCM 
Enrollment 

BHO 
Carve-Out 
Enrollment 

Mandatory 
MMC* 

BHO at 
risk MCO at risk State at 

risk*** 
Contracts 
with a BHO Notes 

Tennessee   1,430,000    1,430,000   -   1,430,000 TANF   SSI    2 In the process of reprocurement, 
will hire 3 BHOs. 

Texas   2,400,000  530,000  200,000 220,000 TANF   SSI  
Dallas 
area only) 

  1 All but one region of the state has 
an integrated program.  The 
NorthSTAR program, in the Dallas 
area, provides MH services in a 
carve-out. 

Utah 170,000    90,000    10,000 140,000 TANF   SSI OMH, 
IMH, OSA, 
RTC 

  8   

Vermont 130,000  -    80,000 - TANF   SSI       
Virginia 530,000  240,000    70,000 - TANF   SSI  IMH, OMH   Community-based mental health, 

outpatient substance abuse, and 
state psychiatric hospital services 
are FFS 

Washington 950,000  450,000      5,000 500,000 TANF   SSI OMH, IMH   14   
West Virginia 290,000    50,000  100,000 - TANF     State contracts with an ASO to 

manage MH/SA on a fee for 
service basis. 

Wisconsin 680,000  320,000   -  500 TANF ? (possibly 
for small 
carve-out 
enrollment) 

  2   

Wyoming   50,000  -   - -      Wyoming does not have a 
managed care program. 

Source:  Lewin compilation of state reported data, October 2003. 
*  Medicaid managed care may be mandatory statewide or for only certain counties.   
**  There are some behavioral health services for which risk is shared between the MCOs and the state, but the MCOs retain the majority of the risk for behavioral health 

services. 
*** The state retains risk for persons enrolled in the FFS system (this column only addresses coverage for persons enrolled in managed care) 
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Glossary 

Balanced Budget Act of 1997 (BBA) 

A federal law passed in 1997 designed to achieve substantial reductions in spending to balance 
the federal budget by 2002.  The law made several changes to Medicaid, Medicare, and 
expanded funding for child health.   It established the State Children’s Health Insurance 
Program (SCHIP), allowed states to cover working disabled individuals with incomes up to 250 
percent of federal poverty level who lose their SSI eligibility, and allowed states to require 
Medicaid beneficiaries to enroll in managed care organizations (MCOs) without obtaining a 
section 1915(b) waiver.   

Categorically Needy  

A phrase describing certain groups of Medicaid beneficiaries who qualify for the basic 
mandatory package of Medicaid benefits.  There are “categorically needy” groups that states 
participating in Medicaid are required to cover, such as pregnant women and infants with 
incomes at or below 133 percent of the Federal Poverty Level (FPL).  There are also 
“categorically needy” groups that states have the option to cover, such as pregnant women and 
infants with incomes above 133 percent and up to 185 percent of the FPL.   

Capitation 

A prospective payment method that pays the provider of a service a uniform amount for each 
person covered, usually on a monthly basis. 

Capitation Payment 

A payment made by a Medicaid agency under a risk contract, generally to a managed care 
organization (MCO).  The payment is made on a monthly basis at a fixed amount on behalf of 
each Medicaid beneficiary enrolled in the MCO.  In exchange for the capitation rate, the MCO 
agrees to provide services covered under the contract within the state Medicaid agency to 
enrolled Medicaid beneficiaries.  

Carve-Out 

The term used to describe the exclusion of services to which Medicaid beneficiaries are entitled 
from a risk contract between a state Medicaid agency and a managed care organization (MCO).   

Disability 

A disadvantage or deficiency, especially a physical or mental impairment that interferes with or 
prevents normal achievement in a particular area. 

Dually Eligible 

A term used to describe an individual who is eligible for Medicare and for full Medicaid 
coverage, including nursing home services and prescription drugs, as well as for payment of 
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Medicare premiums, deductibles, and co-insurance requirements, but not for Medicaid nursing 
home or prescription drug benefits. 

Early and Period Screening, Diagnostic, and Treatment (EPSDT) Services 

One of the services that states are required to include in their basic benefits package for all 
Medicaid-eligible children under age 21.  EPSDT services include periodic screenings to identify 
physical and mental conditions as well as vision, hearing, and dental problems.  EPSDT services 
also include follow-up diagnostic and treatment services to correct conditions identified during 
a screening, without regard to whether the state Medicaid plan covers those services with 
respect to adult beneficiaries.  

Federal Poverty Level (FPL) 

The federal government’s working definition of poverty that is used as the reference point for 
the income standard for Medicaid eligibility for certain categories of beneficiaries. Adjusted 
annually for inflation and published by the Department of Health and Human Services in the 
form of Poverty Guidelines, the FPL in calendar year 2001 was $14,630 for a family of 3 in 48 
contiguous states and the District of Columbia, $18,290 in Alaska and $16,830 in Hawaii.  

Fee-for-service 

The traditional health care payment system under which physicians and other providers receive 
a payment for each unit of service they provide. 

Family and Social Services Administration (FSSA) 

Created in 1991 by the Indiana General Assembly, the FSSA acts as the safety net provider for 
the State of Indiana.  It provides services for low-income individuals and families, children, 
senior citizens, people with mental illness, people with addictions, and people with physical 
and developmental disabilities.   

Managed Care Organization (MCO) 

An entity that has entered into a risk contract with a state Medicaid agency to provide a 
specified package of benefits to Medicaid enrollees in exchange for an actuarially sound 
monthly capitation payment on behalf of each enrollee. 

Medicaid 

A joint federal and state program that helps with medical costs for some people with low 
incomes and limited resources. Medicaid programs vary from state to state, but most health 
care costs are covered if you qualify for both Medicare and Medicaid. 

Medically Needy 

A term used to describe an optional Medicaid eligibility group made up of individuals who 
qualify for coverage because of high medical expenses, commonly hospital or nursing home 
care.  These individuals meet Medicaid’s categorical requirements, but their income is too high 
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to enable them to qualify for “categorically needy” coverage.  Instead, they qualify for coverage 
by “spending down.” States that elect to cover the “medically needy” do not have to offer the 
same benefit package to them as they offer to the “categorically needy.” 

Medicare 

The federal health insurance program for: people 65 years of age or older, certain younger 
people with disabilities, and people with End-Stage Renal Disease (permanent kidney failure 
with dialysis or a transplant, sometimes called ESRD). 

Medicare + Choice 

A Medicare managed care program that gives beneficiaries more choices among health plans. 
Everyone who has Medicare Parts A and B is eligible, except those who have End-Stage Renal 
Disease. 

Medicare Modernization Act (MMA) 

Law enacted on December 8, 2003 which established a new Part D prescription drug benefit for 
Medicare beneficiaries and other Medicare-related reforms.  

Office of Medicaid Policy and Planning (OMPP) 

Finances basic, cost-effective medical services for low-income residents of the State of Indiana, 
and is a part of Indiana’s Family and Social Services Administration (FSSA).  

Olmstead Decision 

In June 1999, the Supreme Court issued the Olmstead v. L. C. decision. The Court's decision in 
that case challenges Federal, state, and local governments to develop more opportunities for 
individuals with disabilities through more accessible systems of cost-effective community-
based services. The Olmstead decision interpreted Title II of the Americans with Disabilities Act 
(ADA) and its implementing regulation, requiring states to administer their services, programs, 
and activities "in the most integrated setting appropriate to the needs of qualified individuals 
with disabilities." The ADA and the Olmstead decision apply to all qualified individuals with 
disabilities regardless of age. 

Primary Care Case Management (PCCM) 

PCCM is the model in which the patient’s primary medical provider monitors the provision 
health care services the beneficiaries while the state assumes the financial risk for the 
beneficiaries.  The provider is paid a per-member per-month case management fee, and the 
state reimburses the provider on a fee-for-service basis. 

Risk-Based Managed Care 

The managed care organization (MCO) assumes either partial or full financial risk, and is paid a 
fixed monthly premium per beneficiary.  
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SCHIP 

The State Children's Health Insurance Program (SCHIP) is a state-administered program 
funded jointly by states and the federal government that allows states to expand health 
coverage to uninsured, low-income children and, in some cases, other populations that are not 
eligible for Medicaid. 

Section 209(b) State 

In amendments to the Social Security Act enacted in 1972, Congress created the Supplemental 
Security Income (SSI) program of cash assistance for low-income elderly and disabled 
individuals. Section 209(b) of those amendments allowed states the option of continuing to use 
their own eligibility criteria in determining Medicaid eligibility for the elderly and disabled 
rather than extending Medicaid coverage to all of those individuals who qualify for SSI benefits. 
As of 1998, eleven states had elected the “209(b)” option to apply their 1972 eligibility criteria to 
aged or disabled individuals receiving SSI benefits for purposes of determining Medicaid 
eligibility.  

Social Security 

A social insurance program that covers most of the Nation's work force.  It is often the basic 
retirement plan to which other benefits are added.  It provides retirement, disability, survivor, 
and Medicare benefits. 

Temporary Assistance for Needy Families (TANF) 

A block grant program that makes federal matching funds available to states for cash and other 
assistance to low-income families with children.  TANF was established by the 1996 welfare law 
that repealed its predecessor, the Aid to Families with Dependent Children (AFDC) program.  
Prior to this repeal, states were required to extend Medicaid coverage to all families with 
children receiving AFDC benefits.  States may but are not required to extend Medicaid coverage 
to all families receiving TANF benefits; states must, however, extend Medicaid to families with 
children who meet the eligibility criteria that states had in effect under their AFDC programs as 
of July 16, 1996. 

Uninsured 

People who lack public or private health insurance. 

Waiver 

An exception to the usual requirements of Medicaid granted to a state by CMS. 



 

 

 

 
MEMORANDUM 

 
TO:  Members, Government Efficiency Commission Subcommittee on Medicaid and Human 

Services  
 
FROM:  Melanie Bella 
  Assistant Secretary 
 
DATE:  September 29, 2004 
 
RE:  Lewin Report 
 
This memorandum summarizes comments in response to the Lewin report: “Opportunities and 
Observations for Indiana Medicaid”.  The comments below are organized in the broad categories outlined 
in the report with the addition of a section of comments related to important areas not addressed in the 
report.  Thank you for the opportunity to discuss these comments with you. 
 
Opportunities for Savings SFY 2005 
(General note: Lewin has confirmed the savings estimates representing state and federal savings are 
overstated.) 
 
Long Term Care 

• Increasing home and community based care 
o Focusing on nursing home diversions and conversions is a priority for FSSA. 
o Diversions: Total slots SFY 03-05 = 1,516. 
o Conversion/Transition:  Total since July 1, 2004 = 172. 

• Nursing Home Overcapacity 
o Minimum occupancy standard started at 65%, is now 85%. 
o Current average occupancy = 84.7%. 

 
Pharmacy  

• OMPP announced supplemental rebates on June 16, 2004. 
o Supplemental rebates for the first phase of drug classes were approved as part of 

Preferred Drug List (PDL) recommendations at the September 24, 2004 Drug Utilization 
Review Board meeting. 

o Supplemental rebates for the second phase of classes are due October 5, 2004. 
• The number of drugs covered in each class of the Preferred Drug List (PDL) is a tradeoff.  Our 

objective is to strike the right balance between ensuring the PDL is broad enough to include 
clinically appropriate preferred agents and not require excessive prior authorization by providers 

Joseph E. Kernan, Governor 
State of Indiana 

Office of Medicaid Policy and Planning 
402 W. WASHINGTON STREET, ROOM W382 

INDIANAPOLIS, IN  46204-2739 
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yet not too broad as to decrease the cost effectiveness of the PDL.  The PDL is reviewed quarterly 
to ensure that balance is achieved and maintained.   

 
Medicaid Managed Care Expansion  

• OMPP plans to continue mandatory managed care expansion. 
o Announced Southern counties for 2005:  Vigo, Monroe, Vanderburgh, Clark, Floyd, 

Lawrence, Knox. 
o Future expansion in North and Central under review. 

• Lewin report may have underestimated difficulty in some of the suggested counties.   
o Some of the counties in phase one are pediatric access counties (Bartholomew, Hancock, 

Hendricks), which increases the complexity of transitioning those counties to mandatory. 
  

o Others listed have fairly small numbers of covered lives (ex: Newton with 1200 covered 
lives) and/or are rural counties may require special consideration.   

Medicaid Buy-In (MEDWorks Program) 
• Lewin raised many important issues with the MEDWorks program and provided very helpful 

information from other states from which we can learn best practices and pitfalls to avoid. 
o The initial Indiana model did not have a minimum earnings requirement.  There will now be a 

minimum threshold equal to $80/month. 
o Indiana does have high average per member per month costs.  This is in part due to the fact 

that Indiana has higher than average number of individuals with developmental disabilities 
enrolled as well as a higher than the national average number of persons earning less than 
$100 per month (this will be addressed by the first bullet point).  Indiana’s program also 
covers more/different services than some other states' Medicaid Buy-In Program, which 
makes it difficult to compare per member per month costs on an equal basis of comparison. 

o Additional analyses are underway to determine other program changes that need to be 
implemented as the program has now matured and is fully operational. 

 
Revenue Enhancement 

• OMPP submitted the nursing facility bed assessment waiver to CMS (Center for Medicare and 
Medicaid Services) in September 2003.   

• In March 2004, CMS notified OMPP that the wavier violates the hold harmless provision.  As a 
result, the tax would be considered impermissible.  Medicaid and the nursing home associations 
have worked together to develop alternative assessment methodologies.  An alternative submitted 
in May 2004 was also found to violate hold harmless.   

• In August 2004, another alternative was submitted.  CMS indicated this alternative is more along 
the lines of what they have approved in other states.  OMPP formally submitted the required 
documents on September 27, 2004.  

• If the waiver is approved, it will be retroactive to July 1, 2003 and will be in effect until August 
1, 2005.   

 
Areas for Further Analysis 

 
Mental Health System  

• It is unclear what “full review” of mental health system means; however, OMPP is working with 
its partners in the Division of Mental Health and Addictions to ensure funding and capacity are 
appropriate to meet the needs for mental health services in the most appropriate setting and most 
cost effective manner.   

 
CHOICE 

• The Division of Disabilities, Aging and Rehabilitative Services (DDARS) is responsible for day-
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to-day operations of the CHOICE program.  The Medicaid/DDARS blended waiver services unit 
will continue to work with CHOICE staff to ensure CHOICE funds are being used effectively in 
relationship to the home and community based waivers.  We welcome the input of the advocates 
in this area as well. 

 
Administrative Capacity  

• OMPP appreciates Lewin recognizing the added administrative requirements many of their 
recommendations would require.  As the report notes, OMPP has a small staff and spends lower 
than the national average (4%) on administrative costs.    

 
Key Areas Not Addressed  
 
• Quality Improvement.  The key to effectively managing the Medicaid program is to focus on the 

factors that drive the rate of growth: utilization and poor quality outcomes.  OMPP’s priorities 
are all targeted to improve quality, which will decrease costs in the long term.  Examples: 

o Indiana Chronic Disease Management Program.  Implemented statewide for diabetes, 
congestive heart failure and asthma.  Adding stroke, hypertension and HIV/AIDs in 
coming months.  Randomized controlled trial evaluation underway.  Early results from 
participating teams promising in some clinical areas and in patient self-management 
goals.   

o Pay for performance/HEDIS measures.  Example: ensure more than half of children 
receive at least five well child visits from birth to fifteen months.    

o Medical home for all members.  Example:  Medicaid Select (medical home for aged, 
blind, disabled members) and the transition to enhanced primary care case management. 

o Medicaid Mental Health Partnership.  OMPP and DMHA have implemented a new 
quality initiative, called the Medicaid Mental Health Pharmacy Partnership, that is 
intended to help us address quality of care and utilization of mental health prescribing in 
Medicaid.  The Partnership compares mental health pharmacy prescribing practices in 
Indiana to national best practice guidelines, identifies outliers and provides targeted 
outreach and education efforts around the best practice prescribing guidelines. 

 
• Indiana Long Term Care Insurance Program.  Promoting long-term care planning proactively 

and ensuring state has necessary estate recovery authority for persons who do not plan and who 
take advantage of the system. 

 
Future Concerns 
 
• Medicare Drug Benefit.  Major implications for states both in terms of quality of care for 

beneficiaries as well as financially for state budgets. 
 
• Enrollment Growth.  Rate of growth continues to be of concern.   
 





Part V
Public Testimony
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Public Testimony

Mr. John Cardwell, Chair, Indiana Home Care Task Force, discussed the CHOICE Program,
explaining that the eligibility was supposed to be 300% of poverty but this level was not put into
effect. When asked, Mr. Cardwell said that he understood that short falls in program funding
stood in the way of implementation.

Mr. John Emerson, Executive Director, The ARC, discussed the benefits of community care as
a way to serve more people by lowering the cost to serve each individual. He spoke against
funding Medicaid with block grants and discussed shortages of care givers and the way in
which technology may fill in for these shortages.

Ms. Jean McDonald, Indiana Association of Home and Hospice Care, spoke concerning
CHOICE, saying that the numbers who can participate are limited, but that participants receive
a full range of services. Ms. McDonald also addressed a technology project providing in-home
monitoring in Evansville.



Part VI
Subcommittee

Findings/Recommendations



SUBCOMMITTEE FINDINGS 
 

MEDICAID: GENERAL CONCLUSIONS  
 
1. Nearly one in six Hoosiers is a Medicaid recipient. 
2. Indiana’s distribution of Medicaid enrollees and expenditures mirrors those in 

other states. 
3. For every $1 of state Medicaid funds saved through cost containment initiatives, 

$3 is removed from the health care economy in Indiana.  This reality suggests that 
identifying a dedicated revenue source for Medicaid match may be as important to 
Indiana’s fiscal health as focusing on cost cutting initiatives within the Medicaid 
program. 

4. Reducing the number of Medicaid beneficiaries translates into increased numbers 
of uninsured persons, which can result in uncompensated care costs to hospitals 
and other providers.  Thus, it is important to pursue cost reduction strategies that 
do not merely move recipients from Medicaid into services funded 100% with 
state, local or private dollars. 

 
EFFICIENCY/COST CUTTING EFFORTS     
 
5. Considerable cost-cutting measures have been implemented by the Office of 

Medicaid Policy and Planning (OMPP) in recent years.  However, much of what 
has been implemented to-date has consisted of reducing or freezing 
reimbursement rates to providers.  These actions represent what can be described 
as taking the “lower hanging fruit.” 

6. With the exception of eligibility cuts, Indiana has utilized some form of all of the 
cost cutting measures used by other states. 

7. In Indiana, OMPP has initiated a number of significant Medicaid cost 
containment measures that were projected to save $158 million (state dollars) in 
FY 2004 and generate $223 million in savings in FY 2005.  These measures are 
summarized in the table below:   

 

Cost Containment Initiative Estimated Savings in 
Millions (State Funds) 

Estimated Savings in 
Millions (Total State 
and Federal funds) 

Hospital Reimbursement Changes $10.6 $  28.5 
Hoosier Healthwise Managed Care $11.8 $  31.7 
Medicaid Select Managed Care $  3.4 $    9.1 
Disease Management $  7.1 $  19.1 
Nursing Home Initiatives $39.1 $105.1 
Pharmacy $42.0 $112.8 
Continuous Eligibility for Children $16.6 $  44.6 
Other Eligibility Changes $  7.2 $  19.3 
Payment Integrity Program $  3.0 $    8.1 
Medicare Cross-Over Reimbursement $35.0 $  94.0 
Source:  OMPP 



 
 
8. Further cost cutting measures will require increasingly difficult and less popular 

decisions. 
9. Indiana spends only 3.9% of the state’s Medicaid budget on administrative costs, 

well below the national average of 4.6%. 
10. Indiana provided more than 50,000 Medicaid recipients with FSSA’s Chronic 

Disease Management Program in partnership with the Indiana State Department 
of Health. 

11. Other savings initiatives by OMPP have not been supported by the General 
Assembly or have been stalled by provider litigation. 

12. Indiana can save Medicaid expenses by implementing more stringent participation 
rules to verify employment for the Medicaid Buy-in program. 

13. The report on Indiana’s Medicaid program by The Lewin Group identified the 
following additional Medicaid savings opportunities and projections:   

   
Lewin Group Medicaid cost savings projections from its recommendations: 
 

Category Opportunity State Savings Total Savings 
Long Term Care Expanding 

community services 
and reduce N.H.’s 
and other 
institutions 

$17.4M N.H.’s 
47.3 ICF/MR 

$46.7M NH’s 
127.1 ICF/MR 

Pharmacy Reduce # of drugs 
per class and further 
pursue supplemental 
rebates 

$8.8M $23.6M 

Managed Care Expand managed 
care for TANF and 
SSI recipients to 
rural and urban 
counties 

$13.7-$20.00M $36.7-$53.6M 

Medicaid Buy-In Implement 
additional eligibility 
requirement 

$2.8M $7.5M 
 
 
 

 
14. Lewin found three major areas where additional sustainable savings are unlikely: 

 
a. Elimination of benefits 
b. Reductions in eligibility 
c. Reductions in reimbursement rates for hospitals, physicians and dental 

services 



 
BUDGET TRENDS AND ISSUES:  
 
15. Medicaid budgets as a percent of total state budgets in the U.S. have doubled from 

10% to 20% in the past 15 years. 
16. States’ revenue growth will not be enough to maintain/absorb the expected 

growth in Medicaid expenditures.  This projection applies to Indiana as well.   
17. States (including Indiana) continue to seek options for reducing expenditures and 

gaining efficiencies in the face of mounting financial pressure. 
18. Indiana’s Medicaid budget will only be able to make it through this biennium, 

with the flat-lined appropriation the General Assembly enacted, because of the 
receipt of $146.3 million in one-time federal funds. 

19. OMPP projects that the Medicaid budget will be approximately $125 million out 
of balance going into the FY 05-07 biennium. 

20. Medicaid population trends are escalating and will continue to grow for the 
foreseeable future.  Demands for services will grow substantially as well, both 
due to increasing numbers of clients and increased demand for services due to an 
aging population. 

21. These points taken together mean that Medicaid expenditures will outpace state 
general fund revenues each year for the foreseeable future. 

22. While the Lewin Report offers several important cost cutting recommendations 
that, if fully implemented, total nearly $100 million per year, all of these 
recommendations combined and implemented tomorrow total less than the current 
operating deficit in the Medicaid budget.   

23. Choices for dedicated revenue generation for federal match maximization are 
more difficult and less politically popular than in prior years. 

24. Indiana can institute an array of broad-based provider taxes for the state Medicaid 
match. 

25. Other states use a variety dedicated revenue sources to support their Medicaid 
program including:  tobacco taxes and settlement funds, increasing federal 
matching funds, collecting revenue from Medicaid providers, collecting revenue 
from managed care organizations or collecting from program beneficiaries. 

26. OMPP has begun work on a legislatively mandated nursing home revenue 
strategy; however, the first two submissions to the Federal Center for Medicare 
and Medicaid services (CMS) were rejected for violating the federal hold 
harmless provision.  A third submission filed in August 2004 is pending. 

27. Given the payor mix and progress to date, the implementation of a successful 
broad-based provider tax is more likely with nursing facilities than HMOs. 

28. The Medicaid-funded CHIP program has seen dramatic growth – from 47,000 
clients in 1999 to 125,000 in 2003 

29. OMPP is staffed lean as administrative costs are low (3.9%) when compared to 
other states (4.6%).  OMPP will likely need additional staff or consulting 
assistance to effectively implement further cost cutting measures, particularly 
those recommended by the Lewin Group.   



 
PROVIDER REIMBURSEMENTS: 
 
30. Indiana does not appear to have room for additional rate reductions for hospitals, 

physicians or dentists at this time as further reductions would jeopardize the 
supply of service providers for many components of the Medicaid program. 

31. Indiana’s payment-to-cost ratio is below 1.0 for hospitals and 68% of Medicare 
rates. 

32. Underpayment (vs. costs) for Medicaid services by the state has contributed to 
cost-shifting by providers to the private sector. 

 
NURSING HOMES AND INTERMEDIATE CARE FACILITIES FOR THE 
MENTALLY RETARDED (ICF/MR’s): 
 
33. Indiana spends more of its Medicaid dollars on institutional services than virtually 

every other state. 
34. Other states have used federal waivers to reduce reliance on institution services to 

a greater extent than Indiana. 
35. Indiana has significantly grown its home and community based services (HCBS) 

capacity, but still lags most other states. 
36. There is an overcapacity of nursing home beds that is sub-optimizing the 

effectiveness of Medicaid dollars. 
37. Indiana could close 2,000 Medicaid nursing home beds and would still have 

excess capacity to meet current and future needs. 
38. Indiana could realize Medicaid savings by transitioning clients from ICF/MR 

settings to community settings. 
 
MANAGED CARE: 
 
39. Indiana can further expand Medicaid managed care.  Managed care for Medicaid 

clients has not been implemented statewide. 
40. In Indiana, 50% of the Medicaid managed care population is enrolled in risk-

based managed care, compared to 82% nationally.  The risked based model saves 
7%-10% per client on average.   

 
PHARMACEUTICALS AND PREFERRED DRUG LISTS:   
 
41. Indiana can expand its use of “preferred” drugs 
42. There are opportunities in certain drug classes to generate additional savings by 

further limiting the number of drugs on the PDL. 
 
MEDICAID PLANNING/ASSET SHELTERING:   
 
43. Medicaid planners help individuals with substantial assets qualify for Medicaid 

and avoid using their assets to pay for nursing home care. 



44. Another goal of Medicaid planning is avoiding Medicaid estate recovery to 
preserve assets for heirs. 

45. Asset sheltering represents a threat of higher costs to the Medicaid program. 
46. Increased asset sheltering is occurring and will continue to occur due to aging of 

our population and the current demographics. 
47. In recent years, OMPP has adopted several rules that have closed some of the 

most significant eligibility loopholes, including new limits on annuities, income 
producing properties, savings bonds, estate recovery and liens, and other transfers. 

 
 
OTHER HUMAN SERVICES PROGRAMS: EFFICIENCY/COST CUTTING 
EFFORTS:    

 
48. Indiana is ranked number one in the country for the second year in a row as the 

most efficient state for collecting child support, getting $7.91 for Hoosier children 
for each $1 FSSA spends.  The national average is only $4.50. 

49. Indiana is recognized as the most productive state for disability cases reviewed 
per caseworker by the Commissioner of the U.S. Social Security Administration. 

50. FSSA was awarded a Child’s Mental Health Waiver to provide community-based 
services, – chosen as one of only four states in the country. 

51. FSSA has enrolled over 21,000 seniors in the Hoosier Rx program to provide 
prescription drug discounts of up to $1,200, doubling the benefit Medicare 
provides.  FSSA has changed the Hoosier Rx senior prescription program to a 
point-of-sale discount, avoiding seniors having to mail in receipts for 
reimbursement. 

52. FSSA has launched statewide use of electronic food stamps cards, eliminating 
paper food stamps, which reduces the possibility of theft and fraud. 

53. FSSA has implemented a statewide electronic childcare voucher system to replace 
paper to speed up payments, improve security and increase accuracy. 

54. Indiana is one of only two states that has been credentialed by Prevent Child 
Abuse America for its Healthy Families Indiana program.   

 
FSSA ORGANIZATIONAL STRUCTURE:   
 
The Legislative Services Agency conducted a program audit and review of the 
structure of FSSA, which was completed during the timeframe of the subcommittee’s 
review of FSSA.  The full Legislative Services Agency report is included as part of 
the subcommittee’s full report.  The LSA report contains a program summary for all 
FSSA programs and also includes a survey of agencies/entities that interact with 
FSSA. They were asked questions about the effectiveness of the current structure of 
FSSA.  Key findings from the LSA report and survey include:   

 
 

55. The current structure of the consolidated agency that is now FSSA is scheduled to 
expire on 1-1-06. 



56. Consolidation of human services agencies is a trend across the 50 states.  Planning 
is the key to effectiveness.  

57. Since the creation of the agency, FSSA has experienced short tenures from the 
Secretary of FSSA. This has led to issues of continuity and truncated planning 
horizons.  

58. Staff turnover has also been a problem. 
59.  Over one half of survey respondents said FSSA services would improve if the 

divisions were “more aligned.” 
60. There are a number of conflicts in the statutes that establish the Office of the 

Secretary of FSSA and the statutes that establish the divisions within FSSA.  
61. State Board of Accounts audits reveal more findings with FSSA than other 

recipients of federal funds. 
62. The report’s findings on efficiency and effectiveness of the current FSSA 

structure are inconclusive. 
63. Governor Kernan’s Peak Performance Project for FSSA (included in this report) 

calls for breaking FSSA into four separate agencies under a cabinet level 
Secretary of FSSA.  The four agencies, including what is now the State Board of 
Health, would be organized along constituent and programmatic lines.  

64. Survey respondents stated that FSSA’s external communication was good, but the 
agency’s internal communications tend to be poor. 

65. Over one half of the LSA survey respondents said that dually diagnosed clients do 
not have access to programs and services to address their needs.  Over one half 
said that these clients would have better access to programs if FSSA had better 
interagency communications. 

66. The survey found split opinion as to whether FSSA has sufficient 
systems/methods to report a serious accountability flaw. 



 
 

SUBCOMMITTEE RECOMMENDATIONS 
 

         EFFICIENCY EFFORTS 
 
1. Indiana/OMPP should move quickly to expand managed care for Medicaid clients 

to all areas of the state. 
2. Indiana should aggressively pursue Medicaid waivers as encouraged by Health 

and Human Services for new/better ideas.  The agency should search for 
examples of waivers submitted and approved by other states that will reduce costs 
and improve services. 

3. Indiana should further restructure long-term care services toward community-
based services and away from nursing homes to save dollars and improve 
client/family satisfaction.  Indiana should aggressively reduce nursing home beds 
to eliminate waste in the Medicaid system.  Excess nursing home beds and the 
dollars flowing to them should be converted to community-based placements.   

4. Likewise, Indiana should aggressively transition more clients from Intermediate 
Care Facilities for the Mentally Retarded (ICF/MR’s) to community settings to 
save dollars and improve client and family satisfaction. 

5. Indiana should further expand risk-based managed care for Temporary Assistance 
to Needy Families (TANF) clients and move aged, blind and disabled clients into 
Risk Based Managed Care (RBMC). 

6. More stringent participant rules for the Medicaid buy-in program should be 
implemented. Specifically, better/enhanced employment tests/verification should 
be implemented to ensure that only those individuals engaged in meaningful work 
are enrolled. 

        
       PHARMACY BENEFIT 
   

7. Indiana should expand its use of preferred drugs to reduce pharmacy costs.  
8. Indiana should be more stringent on the Preferred Drug List (PDL) and seek to 

negotiate larger discounts for the Medicaid program.  However, caution should be 
exercised here to ensure that the right balance is struck between reducing the 
number of drugs on the PDL to reduce costs, and making sure the PDL is broad 
enough to include clinically appropriate preferred agents and not require excess 
prior authorization by providers. 

9. Indiana should continue its investigation and implementation of supplemental 
rebates. 

 
       FUNDING OPTIONS 
 

10. Indiana should use state-funded services (such as CHOICE) in a more targeted 
manner with Medicaid long-term care programs. Example: Using, where 
appropriate, CHOICE dollars for the Medicaid match for Medicaid eligible 
clients.   



11. Indiana should enact broad-based provider taxes to be dedicated for state 
Medicaid match to relieve pressure on the state general fund from escalating 
Medicaid costs. 

12. The Lewin Report does not recommend changing or reducing benefit levels or 
eligibility requirements for Medicaid clients (including optional services).  The 
Medicaid and Human Services subcommittee agrees with this conclusion.  

13. Local revenue streams for the state match of Medicaid dollars should come from 
those who benefit from the Medicaid system; not taxes on other services or 
goods. 

14. The General Assembly should strongly consider enacting a dedicated revenue 
source for the state Medicaid match; otherwise, Medicaid appropriations and 
expenditures will outpace the growth in state general fund revenues and consume 
an ever-increasing share of the state budget for the foreseeable future. 

         
       ORGANIZATIONAL STRUCTURE 
 

15. Indiana should pursue a targeted increase in in-house technical expertise in order 
to effectively be able to expand cost-reducing initiatives and oversight of 
contractors. 

16. The General Assembly must be willing to support OMPP’s efficiency/cost cutting 
recommendations with difficult decisions and legislation to reverse/prevent 
adverse court decisions.  

17. Indiana should continue to review administration and management strategies as 
programmatic changes are anticipated. 

18. The Peak Performance Project recommendations for reorganizing FSSA and the 
State Board of Health into four agencies, which report to a cabinet level Secretary 
of FSSA, should be given full consideration by the General Assembly.   

19. The General Assembly should enact legislation to resolve conflicts and 
inconsistencies between the statute that establishes the Secretary of FSSA and the 
statutes that establish the divisions within FSSA. 

 
       GENERAL  
   

20. Because OMPP is staffed lean, it will likely need additional staff or consulting 
assistance to effectively implement further cost cutting measures. 

21. Indiana should exercise restraint in imposing further provider reimbursement cuts 
or freezes for Medicaid services beyond those currently enacted. The likely 
outcome of such actions would be considerably fewer providers serving Medicaid 
clients and further cost shifting to the private sector.  

22. Given that Medicaid represents more than two-thirds of the FSSA budget, the 
Medicaid and Human Services subcommittee focused its time and resources on 
the Medicaid program in Indiana.  The subcommittee feels it did not have a 
sufficient opportunity to review the other FSSA programs, nor did it receive an 
outside review such as the Lewin Report.  Therefore, the subcommittee 
recommends that a separate performance audit of the non-Medicaid programs 
within the purview of FSSA be conducted.   
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